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Prospects for local purchase of plants, resulting 
coimunity-eaployee-owned firms (CEPs) , as an al tern active to 
shutdowns, ?^re examined in this three-part study, ^art 1 considers 
the natur^ of plants in terms of industry-community relationships and 
the effeqts of a closing. Part 2 evaluates •,• through a. cos t^benef it 
approach, ^*he itrat^gj involved in a community investment. After 
examining an actual case in detail, th6 authors consider alternatives 
along with the difficulties of . estimating. costs, both social and 
economic. Part' 3 evaluates cost-benefit methodology itself ij^ terms 
of strengths, limita.tions, afid how" it applies to CIFs« A final 
chapter exaairtes the CEF for its ability to maintain local control 
and worker, participation in ;^he Icng run. In looking at the Issues 
from both statewide and local perspectives, the study notes that (1)* 
local CEFs represent reassertion' of control over one's personal fate 
in, an "increasingly centralized society, (2) ecoWiists ai^d policy 
makers have tiended to believe that corporate decisions to close 
plants a»)re' based on sound economic calculus (though such decisions 
•relate costs and benefits t<r a company, not a. community) , j|j (3) the 
analysis in the report shQuld serve is a model and as a t^Bto 
inform government officials who miaht support ,or reject CMrattempts.. 
It shows the possibility that a company abandoned by a larger 
corpbration'can be run successfully by a comav,nity. (.CJ>) 
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Plant' shutdowns havd a potentially devastating impact on 
individual^ and communities. Often the use of federal and state 
Lresources is required to reestablish/employment stability and 

I redevelop local economies, Sociai and economic costs of 
shutdowns are most apparent i^ small to modetate size * 
communities ^here the local labor market canpot absorb the 
displa(;ed workers and the Economic base of the community is 
undermined by the loss of income. Iia sortie cases, workers and ^ 
local rc^dents have felt that the shutdown decision was an 

, economic mistake on the part of tht absentee parent firm* 

This study examines th^ prospects of community-employee 
purchase of plants as one alternative to plant shutdowns. The 
authors analyze the costs and*benefits which were critical to a 
decision to purchase a plant in one such case. In addition, they 
offer a methodological framework' for evaluatirig community- 
employee purchase ^t tempts in other shutdown s^uations. 

Facts and ot|servations as presented in this monograph are the ' 
sole responsibility of the authors. Their viewpoints do not 
necessarily represent positions the W.E. l^john Institute for 
Employment Research.* ^ \ 
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. Preface 

Recent public opinion polls have shown that the confidence of 
Americans in the institutions of business and government is quite 
low. Despite the variation in opinion poll^ which may result from 
current short-run changes in the economy or wc^rld affairs, there is 
an underlying critique of these institutions based on their 
enormous size, power, and impersonality. Individuals fear that 
they have' lost control over their own lives and futures as 
government regulates numerous activities and business acts 
according to an economic calculus which often ignores social costs 
and individual concerns. 

The area in which loss of control is most apparent is the 
workplace. Economic and social welfare i rest upon work in 
organizations which include labor in their dibision making. under 
the assumption that it is Virtually equivalent to nonhuman inputs. 
The vulnerability of individuahTto co/porate calculations is never 
so clear a^ ih the case of plant shutdowns. Few individuals are 
protected against a decision by ^ company to close a plant and 
move South or overseas. The company seldom provides assistance 
to anyone except top managers, and unions have not been 
aggre.ssive in bargaining for provisions protecting mfembers in the 
event of shutdowns. In small to moderate size communities; the 
impact of** plant shutdowns may be devastating. The supply of 
local jobs will not absorb the displaced wprkers and the economic 
base of a community may be sorely undermined by loss of income. 
Individuals may be forced to move away to seek employment, and 
community life as a whole deteriorates. 



• In a number of recent cases of pUot closings in sm'all > 

communities, groups of local workers and residents have come to 

believe that the corporation's decision to clpse was an economic 

mistake: Local groups have organized thems'elvd to purchase the 

plants which were to close and have saved jobs and preserved the 

quality of community, Ufe^ People have sought to regain control" 

over their own lives by becoming owi)ers of^he places in which 

they work and the companies whicl\ employ their friends and 

neighbors; • ; 

* • ' ■■ • ■ ' ' ' \ '• ' t. ' 

In the course of studying one of these cases, we became 

intrigued with the idea that ''buying your job" was an act which 
countered the difection of American eco|H)mic development. 
Rather than increasiUg'^ntralization of the economy, local 
purchases of plants ^promoted local autonomy and decentraliza- 
tion of economic activity. We have undertaken a cost-benefit 
analysis of one of these local purchases for three critical reasons. 

First, the purchase of a plant by local community residents 
represents the reassertion of control over personal fate by 
individuals who are ordinarily subject to the decisions of distant 
corporate decision makers. The effort to reassert this control takes 
considerable energy and has implications for the local quality of 
life far beyond the^siniple protection of jobs. 

Second, econorpists, businessmen, and policy ipakers have 
tended to befievfe that corporate decisions to close plants are based 
on sound economic calculus and are not usually undertaken until ' 
all avenues of action are exa^iined. However, such decisions are 
based upon examination of the monetary costs and benefits of a 
closing to a company— not to the commuqjty itself. If spme 
threatened closures may be efficiently pr^^ented by Ipcal 
purchases, communitj( ojvnership must bi evaluated in .the tef njs 
» which make sense to economists ajtiid businessmen.^ Thus, a 
cost-benefit analysis froth the community's point of view is quite 
appropriate. The analysis should provide a methodology for 

• evaluating the possibiUty that a company which a larger 
cttrpQfation could* not administer profitably may be run 
Successfully by locally based owners. Even if community 



purchases of a few threatened plants represent only i fme tuning 
of the system of capital allocation, a cdst-bcncfit analysis will 
>how whether or not such purchases are e<jonomically rational 
from the purchasers* point of view. When such purchases art 
sensible, they should be siyspofted by business, Ijanking, and 
government institutions. 

Third, the Inalysis^ undertaken in this re{)ort should serve both 
as a model for evaluation of other community purchase attempts 
and as atool to iniform government Officials who are in a position 
to support or reject efforts at community-employee pijrchases. 
Despi^ the historical existence of a great many cooperatives in the 
U.S., the idea of commiinity ownership is novel to some and 
unnatural to others. Demonstration of the economic and soci^ 
implications of these purchases may free bankers and governmtffJP 
agencies from their hesitance to consider requests for loans and 
technical assistance. * 

* . .s 

As plant relocations become an increasing threat to the 
Northeast-Midwest industrial coitidor, local actions to protect 
communities against economic and social decline becpme a critical ■ 
necessity. Cdmmunity-empioyee owne,d firms- represent one 
possibly Ipcal action which merits evaluation. When conditions are 
appropriate, this form of the reestablishfnent of local control over 
Economic tate also merits a community effort. 



Robert Stern 
November 1979 
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Evaluation of 
Cc>mmunity Based Elf ortsi 
. in Plant Closings 

V 

The March 29,' 1976 annovinopmeht. of the plant. doSiftg was 
h^irdly out of the ordinary. Sperfy R«nd*s decision to close.a small 
"unprofitable" subsidiary would hot in itself make a ripple in the 
American economy » visibly alter the uiiemploynfient rate, or merit 
more than d two column-inch insert in the Wall Street Journal^ Of 
course, the response irt Wefkimer, New York was quite different. 
Library Bureau, the largest- employer in the three-town area, was 
to be closed which ^ould further erode the withering economic 
base of the county. The Utica Observer Dispatch called the 
announcement a "blow to the area" that "hit area officials like a 
bombshell." , ^ . , 

Thft American economy of the twenti|(h century has produced 
many such instances, contrasting the dismay of local residents with 
the routine disinterest of the rtational business community. The 
most recent announcement drawing national attention was made 
by the Lykes Corporation regarding its Youngstown Sheet artd 
Tube subsidiary. In spite of some attempts by corporations to ease 
the local burden of a plant shutdown, dpmmiiniti^s are often 
devastated, losing jobs, tax revenue, and local ,?ales, all of which 
weaken the social fabric of the Con>munity. In the Library Bureau 
case, however, the community response was far different. By 
combining capital obtained from the Economic Development 
. Administration, bank loans, and a broad soectrum Of community 
ji'"*'*— fnenii)ers, the plant was purchased and opened nHS a commimity- 
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(pmployec owned ' firm (CEI^.f Rather than accepting Ihe . 
consequences of a decision niade in a di«»nt corporate 
headquarters, a grass root^ efforiw.as inad^to obtain control of 
the plant and. save thi'catencd joljl. . * " . " ' ' 

/Such efforts, however, incu^ Certain cojJfsT^lohg with* the ^ 
preSiimed beneftts'of stable employ;nerit. the jocal population " 
'must x)rgani'ze 'a^ substantial effort, individuals invest persoital. 
saVTngs, and local banks make potentiajly high risk , loans. Itr^ 
addition, the federal government deyotei a por^ion'of its limited . 
ppgram funds to saving a' plant in a small townr Any or all 4f 
these resources could be put to alternative, uses; and tnt 
practicality of such ai> investmof t must be evaluated carf fully, > 
especially when a plant fetd'be clbsed^ue to economic inefficiency , 
or lack of p'rofitability.^ - 

The basic issue itself is easily stated. A business depides to move 
its production facilities oNlose them down and those^/wnptoyed by 
' the company must make 'adjustments. Really understanding these 
events, howe>|er, is a far more complex arid, in some ways^^tf^Mie 
problem. From the pers^Clive of the national ecoftomy, 
inefficient plants shpuld be closed, Ijecause capital' must move to 
the place where scarce resources may be employed most 
efficiently. Social policy, including extensive transfer payments, 
has « been used tO, buffer individuals from the externalities 
produced by the^mobility of private capital. The labor marlcet is . 
supposed to reallocate work opportunities,, and workers Will 
follow the dictates of the piarket. Thus, iYom a systfm-widc- 
viewpoint, intervention to prevent plant closure makes «ense'only 
when the closure is k miscalculation -and actually reduces the 
efficient use of resources. At the same time, a social policy Which 
obliged the firm to bear the costs of closing, rather than passing 
them to social welfare institutions, would result in a reexamination 
of the capital mobility question. What would appelr to be a source* 
of inefficiency now, would become an excepted parameter of 
econ^ic decisions. 

At the local level, the analysis is. far different. Locally invested 
capital produces jobs which are the basis for local* social and 



economic lifc.'ln large urban-areas, the movemefft pf capita^ is a 
commonplace event' and larger labor markets have sopic ability to 
redistfibute workers Jtpm single plan*«to;5ings M to 'supplys 
workers asW facilities open. 'Small tp^Vns and cities/However, 
donot have^the same ability reabsorb laboror^p recover easily 
ffom the closing ota pla'nt whidh employs ^substamiai proporti<Jn : 
of>fhe(locaKrork force. Capital yhich is'elnploycd memcicntly • 
fr<«Mm economy wvle perspective is, nevertheless, critwaPto local' 
sWrval. Thus, the political,, social,' and economic analyiJU' tlf 
plant closings in smaller cpmmunities differs radically baSed p(» 
the level at which the analysis is undertaken. 

This study -is designed tpjjopk at the issue from both the 
system-widb and local perspectivs?. The object is a cost-benefit 
analysis of a particular form of local response to' a threjitcnW. 
•plant Shutdown. It asks, What is the relative effectiveness of a 
community effort to purchase the threatened plant in lieu of 
traditional procedures for job relocation or retraining? Cost- 
^nefit teciiniques are of course used with caution, both in light of 
tlie differences which occur across levels of analysis, and because 
several actual costs, avoided costs, and benefits arc difficult^ not 
impossible to quantify. What, for example, is the real cost of the 
reduced self-esteem which may be produced by job los^ After 
applying this evaluation technique to the community-employee 
lljurchase which occurred in Herkimer, the usefulness of tli^ 
evaluationr technique itself is considered. What information, is 
needed to carry out such an analysis, >nd how readily available are 
the data? Is cost-benefit analysis a sensible approach to the 
• problem'^ 

Plan of the Report 

The study is presented in three major parts. Part 1 considers the 
nature of the plant location problenf in terms of community- 
industry relationships and the effects of a closing. Background 
information on thfe concept of a community.employee owned firm 
is developed and the Specific case of the MohawlT Valley 
Community Corporation (MVCC) described. Part 11 evaluates Jhc 
strategy involved in a community investment such as this through 



, a cost-benefit approach; ^ftcr examining the actual caie,^ 
alternative are, c^msidered and the difficulties involved iiL 
estirhating both social and economic costs examin6d: The section^ 

. includes sur^jey>esults refiecting worker beliefs in their ability to 
find alternative employment had the plant actually closed. The 
:results are Used to modify initial estimates, Part III cvalu^tey the 
' mcthbdology itself in t^rms of strengths and* limitations, making 
suggestions concerning. the utility of the cost^bcnefit technique. 

' In the final chapter, the conimunity-employec owned firm is 
reexamined in terms of its ability to miiintain Ideal control and 
establish worker participation in the long run. V_ ' 

i 

_./.... ' . . . . . . . 
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. ' Comiiiibilities and tht National 
^ Economy: Decentralized 
" % vs. Centralized Control 

V\^i)sentee Ownership and 
Community-Corporation Relationships 

■ Social scientists have shown a coifTinuing interest in the intimate 
relationship between Industrial structure and community life. 
Beyond the local' system of production, distribution, and 
consumption, a compiunity's industrial base ha^been related 
levels of income and education, housing cbnditiohs (Duncan andv 
Reiss, 1956), occupational distributions (Galle, 1963), local 
political influence (Hawley, 1963) and levels of industrial conflict 
(Stern and Galle, 1978). The classical sociological studies of 
Yankee and" Illini cities both demonstrated the influence of 
industrial organization on local social , class relationships, an^ 
' Whyte(T946) discussed the parallels between the staUjs system in 
the factory and that of the community. y ^» 

On the economic' level alone, the mechanisms tying the 
community to its industrial base are jnani fold;: the production 
process may require either raw materials or inteiimediate godas 
creating demand for local or regional suppliers, and employment 
opportunities provide income which consumers spend on retail 
goods and seryiees. The industrial base also produces a tax 
revenue for municipal services and supplies individuals with the 
means to make charitable and civic contributions. However, the 
multiplier of benefits to a health/mdustrial sector of a community 
also implies multiple levels of loss when a plant fails. 
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The existence of the industrial base ultimately rests ^n a series of 
lodition decisions «made ffy thQsejw|i{) confrol firms sm4 ^ho 
usually consider su^h decisions i(i terms of firm ,welfarc""afnd^./, • 
perhaps personal welfare as well.; Fonn ^nd Miller describe these 
initial location decisions in terms of comparative advantages In 
Tcjwurce^^ labor; and markets. Howeva-,. >^ , 

' As markets grew, the tendency wi?4jiihcrcase the si3»S . 
of the local plant aiidlhe labor force. -With the depiction 
of local rwourccs, the discoverjKiof newr resources, 
growth of national markets and the rise, in educational 
{■ level?, the relocatioil of plants to neW areas /became 
S economically desirable. The shift from individual to 
corporate ownership helpHcd overcome-nhe force of . 
tradition in keeping 'produjion centralized and locally 
eontroUed(1961: 71). . . 

Stein reinforces this'Jwint by relating the stories of Newburyport,' ^ 
Massachusetts and ^t. Johnsbury, Vermont. In these cases the 
families which had built the companies providing . growth and 
stability to the towns took an opportunity to obtain wealth which . 
would be subject to little risk and require much less effort (1971: * 
31-32). The businesses were sold to other interests. * 

Warner extended the analysis further by looking at the precise 
form of the transformation of ownersnip "which occurred in 
Newburyport. " 

. Two fundamental changes have beeh occurring 
concomitantly, in recent years, iii the social organization 
of Yankee City shoe factories. The first is the expansion 
of the hierarchy upward, out of Yankee City, through 
* the expansion of individual enterprises and the 
establishment by them of central offices in distant large 
'Cities. The second is the expansion of the structure 
outward from Yankee City through the growth of 
manufacturers* associations and labor unions, also with 
headquarters outside Yankee City and with unit«->in 
• many other shoemaking communities in New England \ 
and elsewhere. Both . . . decrease Yankee City's cpntrol | 
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over its own factories by subjecting the factories or- 
segments of them, to more and more cootroi exerted , 
from outside Yankee City (1947: 108). j v 

Ownership passed to those whose interests in the location were 
purely economic. » The community Y itself became simply an 
investment cost toib^Labsentee owner and once that cost no longer 
represented an efficient investment, the investment wiw withr.- 
drawn. T^me magazine reiterated the point with a recent report ot 
the study. "Middletown III" by Caplow and Bahr (October 16, 
1978: 108- 1019) describing changes since the classic visits by the 
Lynds. 'The jocal economy, *[ they say, "is now controlled from 
the out-of-town board roomsl of large national and international 
eorporations—and from Wasnington." , \ 

On a broader level^ySudh , transformations of .ownership 
represent a major change in conimunity|ccOnomic life. Warren's 
major theme in describing^e "great -change" in American 
cdmmunities Was the growth of extracommunity control. The 
change "includes the ihcreasiftfc^ciuation of locaf community 
units toward extracomm\inity sysfeffln)f which they are a part, 
with a corresponding decline in community cohesion and 
adtonomy" (1^72: 52). Absentee control not only removed the 
ibility of communities to influence their own fates, but also 
ftduced their self-reliance in the political and social welfare 
arenas. * - , 

The broad view highlights^wo other issues involving the general 
integration of the economic system. First, cities may be viewed as 
serving specialized functions within the ovfcrall system of urban 
centers (Duncan et al., 1960; Kass, 1973). This division of labor in 
production suggestMhat some communirip will be tied to the 
welfare of spe^H industries such" -Wiji^hose in Ohio or 
Pennsylvania wlRr are tied to steel. Where a community is 
specifically dominated by^jroduction in a single industry or iflant, 
its vulnerability to closure is particulariy severe. Patterns of 
dominance may provide a waiting of potential future difficulties. 

^cond, the increasing integration of the economy is lied t6 
increases in production scale and the concentration of assets. This 
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increasing ^onc^trliioir has been the frequent ftu^ o^. sociaj; : 
t •. critics. Nadel (1^6), for instance,, points ^out that t^e 206 largest^^ 
"'nOnfinnnpial Iforpdrations controlled ^ iP«rc«rf of U.S. f 
manufacturin^sscts in 19^2.. Mori interesting* hdwever, is the 
^frequency pf cbcRorate mergers and the increase in the types pf- 
mergers "labeled .conglomerate- Scherl^ (1970) 4dentifi^s three- 
waves of, ihcrgers in U.S., ecpnomic histqry . The^ f\jiit ocwirred 
around the end of the nineteenth «nd beginningr^if the twerttieth 
centuries and Itjrgely consisted of horizontal combinations. Jit was 
^ followed by a niunber of vertical integrations and $ few mergers 
for'divcrsification from 1916-192§. ^ ' ^ 

.■ / M V * ■• 

However, thejnost substantial and important in terrtjs of the 
plant .shutdown issue is the post World ^ar II wave of 
qongiomecate mergers. The development of legal constraints on 
traditional horizontal aiid vertical merjgers is at least partially 
responsible for the shift in the dommant type pf mergers. The 
Cellar-Kefauver amendment to the Clayton Act gave enforcement 
agencies the ability to challenge'the traditional for'ms, and they did 
so between 1950 aitd 1^70, but only 3 i^reent of tW product 
extension form of conglomerate mergers were chalfenged. These 
mergers, in which both firms were functionally linked in 
prbdutstioi^or distribution', but sold different piquets, became a 
iStrategjc choice foi^oiding government intervention.] Likewise,, 
merger^ in the government's **otHer" category wheve the two 
firms had no coiHroon or direct relationship went unchallenged 
(Aldrich and Sproul, 1977). In addition, tax laws and accounting 
^ /devices gave significant advantages to conglomerates jfor 
/ continued acquisition adivity (Nadel, 1976). ♦ ' 

Through 19(68, nearlj^ all of the firms on the Fortune 500- list 
P participated in the merger movement. Most of tHem acquired 
small firms with under one million dollars in assets. The 
importance of conglomerate mergers grew throughoiii Ihe period 
ana, in 1968, they totalled 83 'percent of all large "panufactUEing 
and mining firm acquisitions (Aldrich and Sproul, 1977: 3*4* 

These ^'congiomeraife /acquisitions have beep accompanied by^ 
sales and liquidations at a dizzying pace. Accounting procedure 
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which John K. Gi^braith calls "creative accountintfVttavc liccn . 
used to assure tttat eiirninfs stfttemenu,present the imp)«s$lon of 
success, An FTC study, has fconcludcd^ that tax ^aws, ^^ally 
those txempting excliihgfr't»f ;^a(fbdk from bUsinjiss 'salel<|«cs; 
cre^e aft ^stitutionAl incentive for -corporations to enter 'the \ 
acquisition and liquidation game. ^ >«» 

Co^%\pmtn$t^ and Pnni Closures yV, 

^ The process of pbng'lOmer)i^e -^ergets rpncrntrates assets, and 
Jeconomic power^"but is particularly dangcro'lis to those Whosejo^s 
are traded from owner to owner hnqcause thMsscts themselves are 
treated simply as investments to be sold at the app^riate 
moment. Often the stUinS comes immediately upon acquiring . 
•another firm's assets . ite choice pieces are retained and the others 
released on the "big batV' write-off which Deborah Rankin {New 
York Times, Jamuy 3 l\l 978) described recent!* When a new 
chief executive offiler join^a firm, he may sell off weak assets to 
show his ability to produce results quickly. With only the best - 
assets .remaining, the 'comjiany's ^rnings picture quickly 
improves,. Though market forces .are producing the (ilpsing of 
most plants acquired by pverly Icquisitive coi^lomcrateH ni^ny 
such decisions are simply the result of corporateSfrategies /wjiich 
are only loosely related to production itself. 

* The) issue is that these traded assets represent considerable 
produiiive capacity, 'jobs, and the well being of communities in , 
which the acquired firms are located. Fir/ns which' might continue 
operation independently are closed once they become subject to 
the conglomerate's overall business strategy.* . • - ^ 

. Unfortunately, ^eonVtntional wisdom has suggested that i, 
economic nonviabilityjs the central reason for plant Shutdowns. 
Aside from declinir^ product demand, major condpfns are those 
which increase the;fosts*/)f production in a givert loeation relativ<P 
' to other potenti^^tes: In the northeastern and upper midwestern 
'^United States, these costiactors haye taken the form of highilabor 
costs (often blamed on high degrcis of unionization of the labor 
force), high taxes, energy Costs and accessibility, transportation. 



and technological obsolescence. In numerous cases, *^ federal 
regu|,atl)rys|9ressure has foitered decisions to close down pRtnts 
which were considered ma^inal or Vhich/corporate strategists 
viewed with ambivalence. Such regulatory pres^ttre pro^udei;! the^ 
decision by Generib Anilihe NAnd Film Corporation to close ils 
" asbesto'^mineiin'LowelU Vermont, which was^reoperied a$ the 
employee ^owied Vprmont As))e^os Group. Similariy, U.S/ Steel 
had been^waverin^ver the fate of one of its plants in Clevels|iid 
and decided to close it wher|^ faced with an BitVlronqMhtal 
Protection Agency deadline. * / \. 

' Conventional wisdom, however, usually hides as ihuch or more 
than.it reveals. These cost factors do not .always appear together 
^>^nd are often weaker than news storiei^sUggest. One Massachu- 
setts study found that labo^ costs in the Northeast are not as 
significant a contributor to costs as pitss coverage suggests, but 
that corporations often move to escape the conltraints of r 
unio^zation. The study recommending stcpt chicly might be 
taken to retain industries in Massachusetts al^o sliggested that 
taxes, transportation, and energy were real problems (Kat2^ 
Mycrson and Strahs, 1978). ^ ^ 

The critical issues in plant* <^lo$ing {asa< however, are the de^ree^.^ 
to which closiij^ decisions and divestiture decisions ^repfesent 
corporate mi$assessment>and managerial priorities which result in 
the (Aasing of nslmivcly hdUlhy firms or those which only rcq^re ' 
minin)um investnieMs and the appropriateness of the criteria used 
in the decision. How often arc the cost factors cither mispierceivcd 
or used only as a convenient rationale for other corporate 
agenda^? Though the importance of the failure of capital marj^ ^ 
to allo<:ate capiuil efficiently will be elaborated as partfOf^Re 
cost-benefit franeWork, several examples suggest that these 
^^mistakes^^ oc^ur with an alarming frequency, and that 
conglomerate, iQbsentee owners^ are particularly given to such / 
• actions. \ X \ 

The narrow decision shaking pcrspectiyetrf^many conglomerates 
produc(^ weak , commitment to ^n/ partiaHM::j4iQM^ ^ind 
considerable transfer of resources fronlonc unit to Jinothef . Thus, 
decisions may be made to close a facilit^which result from general 
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retJrn on investment standards, mismanagement, ^de^iay ^fcapitM 
goods due to disinterest and the extractioii of large ^rhia^ 
chargcjs. ' L yj , : ) x 

Rate of rotii/n xtaJ^smxxA'i '^^^ thi mostivisible examjile of 
how profitable faeiUtieS^. may be gw)scd by,, conglomerates, 
thicaiiije Manuf;ictuAigJ. whiclrl^rafriacs 160 jobs Jpr clothing , 
'industry workers, was recenjing a^tu^ oriMpv^Wmen^^ 
percent. In other i»oduct; Mnpv Iphnson' aiid >j«msonv;ithc , > 
^onglqprn^ratc qwncr> <rtrtaihed 16 pcifet and it dcc^d^kl^^t^ 
the pla^t. Through A r«lt po^g arraftgcment,'a group jrf 21, 
;^ngs banks agreed to Icj^^capital to former managers who 
bought the plant (Katz, Myerson and Strahs, 1978); 
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Bates Manufacturing in Lcwiston, .Maihe provides fcv^lcond 
recent case.. The 1,100-cmpioyW linen mafKt^turit^laiit^^^^^^^ 
part of a company which slowly b^amd iifvolved irfthe'c^^ 
field a«d felt that tHe 7 percent return available in textiles was too 
^low.' This plant 4iad been the initial holding of the:aates: 
Mafluracturing Company., but as t^je company diversified and 
became a holding company, the conglomerate psychology scf in. 
similar story is related by Stdn (1971) in cojonection with the 
closing of Wcstvacp's Mechanicville, New ^rk mill. TUkjughj 
closure was avoided in all" three cases by sale tplocal interests, the' 
conglomerates did not always cooperate in facililating the sale and 
often seemed to prefer the closure, perhaps hoping to obtain tax 
advantages and in some cases to eliminate competition. 

' Purchase by local intercst^lsby no means assured, even when 
the plant appears to bcjjrofitable. There must be an available, 
motivated organizer or organized group to press for the purchase. 
Many atteippted purchases have failed for 'lack of necessary 
knowledge (Stern ai^ammer, 1978) rather than unprofitability. 
It is not the case that all potentially profitable firms abandoned by 
absentee owners will ^e ihaintained by local, interests. 

'The lack of concern shown for particular investments has 
occj^ionally produced corporate mismanagement and resulting 
firnl decline and closure. The Saratoga Knitting mill in Saratoga, 
York had been a profitable part of the Van Raalte Company, 




ERIC 



• 24 ■ 




manufacturing high quality women- &j|u;ndcrgarirfents. After being 
purclfocd by. 91uctt^Peabp^ S^i968^8ale?^mmeted from $7: 
million ' to $?0 millioii a year, aiitl_ b/;\|974, an 5^1 mimonW$ 
resujtear Due to long distan^je dccisio^j^aKmg, the^JSHieh 

.j^f»bqdy office"^assejj:down^isipnswhichr resulted iniiefficieJ 
us^ of knitting m«roine^»nd disaster for the Van Rablte s^fe^ 

s^Witegy. ln» the Io>y tnargiti jkllkting industry, these i^ision* 
meant-^statitiai^Iosses. One plant which vww to be c\<i^d wat 
purchascjl byTocal intercstsnncWm^^ enipioyees/ amd is now 
funning profitably. This study vijil show tjiafconstraints imposed*- 
-by remote decision makers. «lsovlimitedthe jirofitability Qf the' 
Lijbritf-y Bureau subsidiary orf" Spdrry Rand. 

Gongloiner^tes ofteA exa^ corporate' overhead fe 
subsidiaries. This pfa«Uce artiflcially reduces the appara 
on tn vestment. In *^J^e Library Bureau rase, this 
substantial, as it has been.in other places, and th« general feeling 
^ampng mana^ers^in tho^^lant was that the piarent company 
returned Httlp in the way^of services foi\ the fee. Katz et al., 
de$dffbed a meat packing firm owned bySjLing Temco Voight 
(LTV) Which controlled it through its Wilsdn Foods and Sporting 
^oods division. Scheduled Smjilo^og duetto losses of over $1' 
million a year in 1976 and 1977'S«leSmpany had lost muclLof its 
market due to increased costs imposed by Wilson. Beside ovrtliead' 
charges, the cpmoany ha<ifb$;|Hi forced to buy intermbdiaic^ods 
from Wilson- ertVinflatid prices (1978: 49). In lilS-tfno(ber^ 
celebrftted'case, the Oftonial Press in Clinton, MassachustttsioSt 
much of its market share under the lilanagement of auto parts and 
A^ehicle manufacturer Sheller/Oloj^e, which controlled the' com- 
pany through a series of mengers. While reduciilg employment and 
unimateiy 4:losing the company, the absentee cbfporat/ owner 
extracted $900,000 per year in corporate overhead. Conglomerate 
owners lacking expefience in a pHrticularjndustry may manage to 
show a profit for their acquisitioi^ at the;»&me,time that the value 
of those assets ^s reducedi^iubstantially.* ^ ^' 

The foregoing discussion is not an indictrfent of i^nglomerate 
acquisition and divestiture activity, but rather a statement of the 
probjem posed for 'the communities in which the exchanged assets 
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exist. As forrifcr^curitoinitrfi)^ .. . 

WiHiam <Jarcy^^^r^^ **mfmKo^ the rapidly-,^ . 
conglomerates of the 1960s have [had to* Be taken- apart /^tV 
Substantial social cost as the acquirikg matiagement proved, itself ^ 
inept*' (ii«w York Tinies, June "231 197.8). tlir problem jfs tftat 
communities^ ' particplarly soiijai ( ones dominated by single 
industpies-or firms, arc tepreasinglv vulnerable to the xiecisiph?^'* 
made by distant carijbrations over>hoin^theViaVe cdhtrol.^ . 
these absentef owners do not necjMo consider the local effects of, ^ 
their decisions to divest qwetslfirough Sale or closurj^^ " • ^ v 



The Employment Problei 

While there is potential tor less than optimal capital allocation 
decisions by absentee ownerV the majority of clflsure d^isions^re' 
probably made <correcUy worn th§ owners' point of view.' • 
However, the bulk of the tosts pnerated by these relocation 
decisions seems to fall on thd comiSunities which lose plants. The 
workers ^yhose jobs are/ relocated are often assu^jied to 
compensate for labi)r m^et changes by movement among jobs 
and geographic locations. This assumption is oftep unjustified. 
Those workers who aie younger, skilled and ^jesl committ^ to 
their communities may be able to move and obtain jobLat, 
)mparable wages, Init others, particularly the older, less skilled, 
and those with y«akes in the community such as housing 
investments, rej«i^, or long term social relationships, are less 
likely to pi'ck/^ and follow the shifting labQ^market. It is more 
realistic ti^^ecognize that labor market ^obility does, not 
cpmpensate all displaced workers, especially when 
. opppftunWes; -aire not available locally; opportunities are 
.particumrly limited in smaller cities and towos with relatively^, 
•fliniited ecpnomic bases. ^ 

An exairlination of unemployment problems over time must be 
concernierf not only with total amount, but also with the duration v 

i. There -iJ ho information available on the extenj- to which closwriiiitej^frtr 
management miscalculation of profitability. This study will make clear the complexity of 
'* converting .4>0rk<r or community ownership and the limited situations in whi* this 
strategy is Vmblfe';vjjij|jj^'; ' ' ■ ■ * ' " ' 



fuld turnover, componenta^ of unemployn^ent. tuHiover is a » 
.ineasure of the number of spells of unemployment or the rate of 
flow into and out of the tmemployed pool, whereas ciMratiOn' 
reflects the length of time individuals are. ummptoyed. Most 
ieuiatyses'haveiocused pn the import%ce of average duration»;but 
theirequencyt>f unemi^loymeht spell$1s critical: to t 
,lOtal economic and social stability; i i " 

Several'analyses have ihown the importance of turnover related 
unemplipyment caused by plaift shutdowns and' relocations^ James 
and Hughes analysis of employment location change in* New 
Jersey concluded jtW '"the ipicture that emerges is one of 
tremendous flux" (1974: ^)2). During just a tWo-year period 
(1967-1968) over IQ percent of the e^ablishments in the 2(M9 
employees category either relocated or went oi4t of business. 
Struyk and James, studying manufacturing'employment in the 
Boston and Phoenix metropolitan areas, foujd that: 

• The flux in both areas of estahU§hment location and 
identity is enormous, even duringthc relatively short 
^ three ybar observation period. Approximately one out of 
four establishments operating iii the two areas in 1963^ 
^ either relocated <of.went out of business by 19^8! . 
E^en measured in terms of employment, the^ degree of 
flux is startling; over five percent of all jobs were 
involved in some "relocation" activity on an annual 
basis (1974: 51). ' . 

Twelve percent of employmenMn the central pity of ' Boston in 
J%5 was in establishments, which were defunct by 1968. 

/^Mick*s (1975) study of the social and personal costs of plant 
closures analyz^ tHe^9j4'- 1970 period for the rubber and plastio 
industries Jn Cof^lecticut. The sector grew $ubstantially~>6,428 
jobs Were created 6y f^^plant openings. But, 4,634' jobs 
disappeared through 145 jffluit ^shutdowns, 'showing that even in 
relative gro^niiih industries, dislocations affect many worl(ers. The 
rubber and plastic indus^ies enlployed only about 4 percent of the 
Connecticut work force during the period and comprised slightly 
less than 4 percent of the state's total of 5,600 plants. Mick 
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suggests that, if these figures we at all indicative of other 
manufacturing sectors in Connecticut or even in ISew England, 
''shutdowns must have been a constant problem with which 
thousands of people coped'' (1975: 207). 

Many of the older employment centers in the Northeast ^^tcwt 
to be characterized both by Ijigh turnover in the labor markets, 
long lags in new job-worker njatchcs, and by ji ndt loss in job^ - 
Some writers have attempted to link job lo^s in the Northeast and 
Midwest to the increasing prevalence of multi-plant corporations, 
including multi-nationals. They suggest that a majbr featurc'of the 
complex of employment problems in older industrial regions is 
♦•industry shift" (Kelly, 1977). These analysts concentrate 
especially on apparent effect* of absentee ownership and mergers. 

Udell (1969), for example, 'gathered data 09 social and 
economic consequences of the merger movement in Wisconsin. 
The study emphasized the effects on employment and payroll 
growth rates. He claims that formerly independent Wisconsin 

* firms which merged with conglomerate corporations had 
experienced significant decreases in poSt-qierger compare4 to 
pre-merger rates of growth in employment and payrolls. Udell 

, suggests that an important loss to the state is that merged firms 
tend tb change to financial institutions, with legal and accounting 
services provided out-of-state. ^ ' ' 

• Booth (1972) studied changes in employment' for total 
manufacturing and for the shoe industry in Maine for both 
out-of-state and local firms. Over the period 1958-1969, for firms 
with njpre thah 500 employees, the Maine firms increased their 
employees ItH manufacturing by 82 ijercent. and in the shoe 
industry by 1 10 percent, compared to the ab^entdp owned firms* 
comparable figures of 8 percent and - 12 jJercent. ^ 

Frank and Freeman (1975) have given an "estimate, which they 
freely admit is ' 'quite rougfc" that the* U.S. economy lost 
1,062,577 jobs through 1974 .because of the- activities of U.S. 
multi-national companies.' Organized interest groups opposed to 

2 the jobs (Tonsidertid to be lost or displaced are those which would have b«n genefWted 
In the production of goods which )he multi-nationals, could have sutcessfully markettd In 
the absence of overseas production of the same |ood» by their foreign ^bsldlaries. 
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Im also pomt to i^ticular exa^ suih as the 
(porations, Pianpnd Shamrock and Ooody^ar 
ave reduced their operations in that state and 
chemical plant and a tire manufacturer in Chile. 

However, in geqcral, these (authors correctly noteymajof 
.methodcAogical problems ^nd are cautious in their cpncUisions, 
N6 firm evaluation of the effect of conglomerates on employment 
can be made from this type<H>f data, especially from a societal 
viewpoint. * 

> ' ' ■ ■ 

Nevertheless, it is relatively cle«ir thAt, ^all ^e. being equal, 
communities in which the major sources of employment are 
contrdlled by persons who have no cAicial reasoh to give major 
wnght to community-employee factors in decision making are 
more vulnerable to instability than in the^opptlfslte situatioh. the 
great vulnerability of immunities whose economic base ^is 
dependent on one or a few employers has been documentad 
repeatedly by company town case studies (Lantz, 1971; Strange, 
1977) and dramatic stories oiF ••town deaths." 
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Community ContQDl and CEFs 

The discussion has established a number of points upon which 
an examination of community cont.rol of industry may be based.. 
There is an iiitiraate relationship between industry and 
community. This int* dependence was.once cohtained within the 
local environment, but the nature o£ industrial administratioi| has 
taken many decisions out of local control. Although a great.many 
decisions to relocate plants are souridly based on economic 
viability, there are a number of errors in capital allocation which 
may result from the distance between communities and absentee 
owners. Wheh these closing decisions are placed in tl\i(|^context of 
Ihe difficulties created by high rates of change in job markets and 
the evidence of the apparent job maintenance which occurs under 
local control, the role of institutional mechanisms through which 
local communities mem come to oynn or control industries becomes 
obvious. In cases where closing decisions are less than optimal or a 
little additional effort or in/estment may make a business viable. 
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eommunities should be able t6 save jobs fhrpugh a local initiatiye;v 
including (be establishmem>^6f l^ based ownership. An option 
shou^ be available in ap^ 

firnu (CEF) is one particular 
strfiegy which should be; evaluated as a means of returning control 
of firms to local interests. Is; it possible that CEFs can 
ecpnomicajily improve employment stability py reducing, the 
turnover qompointent pf local unemployment? / 

A community-employee owned firm is a businesSt^ enterprise in 
which the employees and members of the local contmunity have a 
y sufficient degree of pwnirship to ensure that the effect on the 
benefits received by employees and community members^s given 
significant weight in (at' least) major decisions of the enterprise 
and the opportunity exists for these groulj^s to participate in 
making these decisions. •^Employees" refers to those who are 
regularly employed or working for compensation in the enterprise 
and a majority of the employees should share in owrtership. 
Following current practice in defining **community," (Warren, 
1972; Hillery, 1955) the definition relies heavily on the notions of 
territory andsfungtion. The^areas which supjply labor proyicie a 
boundary such that no area being analyzed should be smaller 
than that necessary to encompass the homes of most of the 
workers in the establishment(s) being studied'' (Management and 
Economic Research, Inc. 1978: 49). Thus, those who reside within 
this territory, as well as those functionally tied to the plant who 
live within the area, are included. 

( 

An analysis of the.CEF strategy should be concerned with the 
quality as well as the quantity of jobs which might be affected in 
comi^arison to alternative employment stability measjures. Quality 
includes traditional variables such as wage level, general working 
conditions (including safety, etc), and job seciirity, as well as the 
job characteristics advocated by ''quality of working life" 
proponents: self-direction and creativity (Qavis and Cherhs^ 
1975). 

Quality of jobs also includes .consideration of the impact of 
comn^nity contro^n area economic development rather than 
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restrictinn itself tO' the provision of jobs alone. As a recent impact 
analysis of community development corporations h^ttphaslzed, 
different iypes of jobs have substantially difftMfcjnomic 
implications, particularly regarding multiplier yfljmi^^99^*^ 

1977) /l^ublic service employment can lower the Ufflj|pipymcnt 
idyel (juickly, but is often little help in providing long tenn 
productive jobs. For exaihple, some publi<y programs have 
attempted to increase job demand by oncotiraging tourism, but 
after initial employment increases in construction^ there arc . 
minimal maltiplier effects and much of the new employment is 
seasonal. 

The employee-coprtmunity purchase strategy should ^be con- 
sidered in terms y6f economic development as well as jobs 
maintained. In weas witl\ depressed, economics, where plant 
closures and lost manufacturing jobs are a common occurrence, 
CEFs represent a targeted anti-unemployment program, and the 
need for targeting has been affirmed frequently in analyses of how 
unemployment might be reduce* without added inflation 
(Dunlop, 1976; Gartner, Lynch and Reissman, 1976; R. Marshall, 

1978) . ^ s 

An Illustration 

Underlying the evaluation of comihunity-cmployec ownership is - 
the premise that CEFs may provide increased employment 
stability in a community. By rrtlistributing ownership and benefits 
locally, a decision regarding plant location or employment 
becomes a matter of community political and economic activity. A . 
decision to displace employees will give more weight to the costs to 
the community and employees than a conventional owner "^oum 
give. CnWla other than simple business costs of profits Would iSb^ 
given explicit weight in the decision process. ' 

Though the major events which occurrecT in Herkimer are 
related in the next chapter, the manner in which con(imunity 
concerns enter into the decision calculus may be illustrate by an 
early board of director's decision. Soon after the Mohawk Valley 
Community Corporation (MVCC) purchase of the Library 



Bureau, the compiiny bepn to search for a new iU|>plier or 
iPabricated iteel book Shelves. The book stacks had beeii $u|)i>Ue<l^ 
by a subsidiary of Sperty Univao under a contract liliied at the 
time of the change in ownership. MVCC was informed by Sperry 
that the contract wouW not be renewed after its Marfch 197^ 
scheduled termination. The ! board decided that the most 
economical adition would be the purchase of a sniall ■ steel 
fabricating plant. ^ 

' The result of the board's decision was the purchase of a plant in . 
Vinclaid. New Jersey in October 1977. It is very clear, however, 
that the board gave significant weight to the community 
employment-implications of its decision. The boyd was not only 
sensitive to Community effects, but was also strtfcturally tied to 
Ibcal interests since community members outside the plant held 
over 60 percent of the stock. 

the first annt^il report states **dthough there are many old 
*«lants in our area, none fitted our needs as far as time and 
Equipment were concerned." The board also explained that the 
local utility company was unable to obtain the required naturM gas 
allocation and that the Vineland plant became avail jible at a 
convenient time on excellent terms. Apparently, consideration of 
community employment was not a strong enough force to 
overcome significant economic advantages. The business decision 
was not sacrificed for community solidarity, but the community 
interest was given a hearing in the process. 

At the same time, the decision to purchase a plant outside the 
local aretf produced criticism within the community, **Why hadn't 
the board paid the community back for its efforts and investment 
by expanding local employment?" There were phone calls, a few 
letters, and considerable "bar room" gossip. Following these 
episodes, the board decided to expand its membership to include 
two individuals who presumably represent community interests. 
The opportunity for community input into business decijilons 
which is afforded by CBFs is a^^parent in this episode. Community 
welfare can be considered without necessarily jeopardidng 
economic soundness, but the criteria used in ordinary busineiJs 
decisions are clearly altered. 



tiic D«cci||ni|lfed €Qiitj:i0hIdea 

Initeresi 111 dipl^entnalized control over, economic i>ro(|uction. an4 
economic we cbtties from « variety of contemporary and 
historical sources. Cobperatives in which each individutd holds fth . 
e<|ual share of ownership and^nd eqHal vote in decision making . 
are the most well known similar form of productive brgai^i^atioh. : 
Jones documents the importance of the cooperative idea for 
British ^economic thought (1974) and examines the incidence of • 
cooperation in the U.S* (Jones, I97f). despite political and ' 
economic critiques of cooperative production by government, 
labor and management, Aldrich and Stern (1978) have been able 
tp document the existence of over 89O such organizations, in the 
U.S. over the past 130 years. Some were part of Utopian 
communities in which cooperation was an ideological basis for 
work, but numerous others were dk^ganized when ; economic 
conditi6ns produced rising unemployment and depresrod wageL 
Still others were formed as part of worker strategies to combat 
employers who refused to recognize unions. Some indication is 
emerging that the broad" condemnation of cooperdftlves as 
economically inefficient was based on political interests and very 
little evidence (Aldrich and Stern, 1978). Cooperation sh^ld not 
be discarded as a philosophy of decentralized economic control. 

Alfred Marshall is said to have remarked thk: 

Producer cooperation is a very difficult thing to do, 
\ but it is- worth doing . . .'and . . . the difficulties of 
^ non-centraIi?ed cooperative production are just those at . 
which it is best worthwhile to take a long pull, a strong 
pull, and a pull all together (in Pigou, 1925' 246). ^ 

' More recently, a 1975 national poll by Hart Research found that 
66 percent of respondents expressed a preference for working in an 
employee owned organization as opposed to investor or 
'government owned firms, and that other opinions supportive of 
the employee ownership concept were widespread (see Rifkin, 

V 1977). This form of local control may not include community 
ownership at the same time, but is a similar attempt to regain 
control of one's own economic fate. The incidence of employee 
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Qwned firms is increAsing rapidly due to ideas aifd advi<:e on 
'**worto'9 capitalism" provided by incyviduals Such Stf LoUi? 
Kelsoytind the creation of Employee Stock Ownership Plans as a 
resul/of favorabkf tax Structures (Stern and ComstoCk, 1978). 

^^blic interest\roups, regional development researchers and 
political officials have given strength to the idea of local control 
and proposed a variety of strategies similar, to the formation of 
CEFs. The National Conference On Alternative State and Local 
Policies and the doi#nuffity Ownership Organizing Project 
, promote more independently viable and autonomous local 
communities. 

We proppse, in shor|, that change in cities needs to be 
based on a progran^ of community ownership— Of real 
estate primarily, but also of utilities and even some 
businesses and industries. A city that, owned itself— that 
was able to tap directly the income cr)eated by economic " 
activity within its boundaries— would no longer be poor. 
And the direction of major resources would be in the 
hands of the citizens not, as now, in the hands of the 
largely nonresident managers and private shareholders 
(Kifijhner, 1974:23). 

Underlying many of these community control concerns is tfie 
notion that economic growth should be deemphasized, or at least 
that the social effects of economic and technologic change should 
imply real constraints on economic decisions. Th# popular 
conceptions that "small is beautiful," that less energy intensive 
and capital intensive types of development are now necessary, and 
that large-scale business and government are out of control, are 
also strong among those who advocate the more decentralized'type 
Of society implied if community-employee ownership of firmlf' 
became widespread. Such advocates are a)so concerned with the 
lack of participation and industrial democracy under conventional 
ownership. They believe that a transformation in the control of 
proi*rty will increase the participation of employees in workplace 
decisions, reducing alienation and increasing individual commit- 
ment, autonomy, and satisfactibn. The evidence frpm current 




cases of employee owned fifmUs M ye) und^ on the Mste^oe of 
«it>. of these changes (e.g., Stem and Hanhner, 1978). 

Questions of decentralized control and community or emp^y^ 
ownership have gained*pOlitical attentioh. The Department of 
Health, Education and Welfare awarded $300,000 funding for a 
study of the feasibility of I'totorihg a partially plosjed steel plant, in 
the Youngstown, Ohio Jirea, to full production through a 
community-employee ownership plan. The partial closing has., 
directly cost 4,100 jobs and it ii estimated that an additionial 1,650 
to 3,600 jobs will be lost in other businesses because of the change 
in the area's inconie base and copsuniption patterns (Policy and 
Management Associates, Inc., April, 1978). The Youngstown 
study has examined the Herkimer case as a model, and has 
received considerable attentioiji from the press. 

PjLiblic figures involved in the Herkimer community-employee 
plant purchase commonly receive inquiries from communities 
similarly thr<;atehcd by closings. The communities want to know 
how jobs weie saved at the Library Bureau and seek an evaluation 
of the:community-employec ownership approach. The president 
of the Herkimer .County legislature dramatically stated t* 
stockholders at the fu-st annual Mohawk Valley Community 
.Corporation meeting that 'Mt goes without saying that . . . you 
have set an economic example through the State of New York arid 
the entire country" {Herkimer Evening Telegram, January 20, 
1978: 1). 

In "March, 1978, the Voluntary Job Preservation and 
'Community Stabilization Act was 'i«troduced ift the House of 
Representatives. The bill had 70 co-sponsors in November, 1978 
and ptiblic field hearings were held in Jamestown, New York. The 
bill aims for an initial yearly funding of $100 million and is 
expressly designed to facilitate local actions such as the One which 
is ihe focus of this study. A similar bill is likely to be introduced in 
jhe Senate where there is sti-ong sentiment on the part of Senators 
. Ljorig and Gravel to encourage^ employee stock ownership 
arrangements. 



Legislation designed to reduce the negative impact from: plant, 
closures has also been introduced into the Ohio legislature; The 
le^slation requires that all plants with 100 or more einiployees give 
(a). two years notice of shutdowns, relocation, or major reductions 
in force; (b>an economic impiict statement from employers 
considering such action; and (c) payment by the employer of a 
sum equal to 10 percent of the total annual wages of the displaced ' 
employees into a "Community Assistants Fun(j|." A Michigan 
state^cpresentative has proposed legislation which would require 
companies to give employees affected by a shutdown the 
opportunity to purchase the facility, before offering it to any pther 
prospective purchasers^ 

Political rhetoriclkias begun to rfeflect the growing interest in 
these i^ues. Vice President Mondale has rema^rked that: 

It's time to focus on an ' element missing in the 
Anurican economy— the right of workersi their families 
and: the communities in which they live to some sort of 
decent treatment and concern when a company is. plan- 
ning or considering the possibility of closing (quoted jn 
Fom April 1977, p. 6). ) 

Given the activity aimed at solving problems cr^ed by plant 
closings, concerns about unemployment, and sentiment for a 
decentralized economy, economic and social evaluation of CEFs is 
surely appfopriate. Current measqre^ to solve unemployment 
problems have not been particularly sudcess,ful if^the criterion of 
success is the elimination of structural un^empljiVmenk* While 
CEFs may reduce unerftployment levels'bcrw^moting employment 
stability in themselves, they also cdjinplement ot|ier programs 
which have demonstrated partial success. They fit the pattern 
established through the creation of community development 

3. Lipjey has defined structural unemployment is^'thw part of frjctional unemptoynHmt 
which is not acceptable either/wcause there would be a net moryrtary g aiH in removins It or 
because the Mclal |«in» of removing it are judged to outweigh the nel money cost of id 
doing" (1969: 215). Gordon (1967) spys the concept implies: (i) some degre^of Immobility 
along one or ihor< dlm«nsreni of tlie labor force and (ii) in some or all of these leetort with 
inipaired mobiliV. unemployment significantly wcecds available vacancies even when there 
is no deficiency of Miregate demand. 



cQfTOrations (CDCs) which have b(»n providers of emplpymeht 
unatr the Comtwinity Employment arid Training Apt (Cptnmuh-^ 
ity Services AcSninistratibh, Wl). President Carteir^s urban 
policy emphasizes the failure of previous federal programs 
because the government lacked mformatioti to administer 
programs effectively. The new policy concentrates oh local, 
involvement and^direction of progrtyns such as CPCs in order tp 
avoid the inefficiency of long distance.federal admin^tr^bni The 
original Humphrey-Hawkins legislation sought similiar^^B^itrol 
over public service employment through local councils and ' 
boards. If CEFs are economically sensible, they will fit into other ' 
emerging programs aimed at combatting unemployment through ; 
local initiative. 

This study focuses- upon the ability Of CEFs to avert structuiral 
^unemployment particularly ii\ the northeastern and midwestern 
UniteiiStates where a^ syndrome of economic decline is in motion. 
ThQ economies of declining regions are characterized by. frequent 
factory clbsures, especially.by multi-plant firms. There is a chronic 
lack of job opportunities, particularly jobs which match the skills 
and abilities of the unemployed and offer acceptable wagesi Som? 
of these communities and states are offerihg an eVer increasing 
degree of tax and other locational incentives to attract and retain 
industry. But, these incentives are desperation measures because 
they are highly costly to current residents and industries^ and even 
reinforce some of the ^syndrome characteristics.* Tax breaks may 
attract industry in the short term, although state and local taxes 
areWpically only about 2-3 percent of companies* costs and 
generaily rank low as a locational factor (Weinstein aiid Firestine, 
1978)i. However, the lowered taxes can reduce community services, 
schooT quality, and municipal viability to a degree which 
discourages industrial development. At some point the ratio of 
Cbsts to benefits inherent in these incentive policies must become 
lower tkkn the alternatives. There is an awareness among some 
groups In the Northeast, politicians and academic analysts,^that 
such a point has been reached ("Federal Spending: The Noffth's 
Lo^s is the Sunbel^s Gain," 1976; ^earse, 1977). Alternative 

A. "Do Stales Neglect Old l>lants for New?" Indusiry Week, July 4. 1977. pp. 43-49. 
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approaches ar,e needed to bleak the syndrome. CEFs represent one 
such possibility which may be illustrated and partially evaluated 
through the events which occurred in Herkimer, New. York irj 
1976; find resulted in the formation of the Mohawk i Valley 
Community Corporation— a community-cmployee-owhed firm. 



\ 
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A Caise study of 
ComiiiunUy-EinployM 

Ownersoiii 



Tlw Rcgipnal Context . 

The popular pres^ has made tiearly evefypnp aware of the 
long-run economic decline of the northeastern sec^r of the Unitecl 
States. The 'snowbelt-sunbeitconfli(^ ih the ''new war between the 

'. states" are two of the current labels. Most individuals seem to 
know the story of at least one company which has deserted the 
<;old, old, e^ergyless, highly taxed North for the warm, modern, 
energy ri(^, low cost South. As Houston and other ^loutherrt 
metropolitan areas groWf the cities of the Northeast ana'Upper 

> Midwest are pictured as blighted and aecaying. 

Behind the headlines is a picture of ujjieilkiployment rates above 
national averages, net out^migratibn, declining numbers of 
manufacturing jobs in absolute as well as relative terms, and , 
decreasing relative levels of per capita income. The related issues 
of population and job loss are illustrative. Net out-migration has 
increasingly^ cut into the popuMtton of the northeastern census 
area, particularly New tork State (Sternlleb and Hughes, 1973: 
9-10). While net white out-migr^tion has been occurring since 
.1940, this trend was more than offset by in-migration ^f blacks. 
From 1940-1970, there was a loss of 900,000 whites accompanied 
by a ^in of 1.6 million blacks. However, the outflow of whites 
has now Jncreased considerably and the black inflow has been 
reversed. New York State lost 640,000 persons betweenrl97p and 
1976 (Wdnstein and Firestine, 1978: S). At the samettime, the 
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southern censul areas have reversed a long term trend of 
out-tmigratlon and showed a substantial population increase due to 
migration from 1970 to 1976. 

Correlated with population movement are phanges in employ- 
ment QpportunityriespeciaUy in the maiiufacturing sector Though 
total non-agricultural employment rose by 70 percent nationwide 
between 1950 jind 1977, it grew by only 28 percent in the Middle 
Atlantic States with New York .trailing the group at 20. 1 percent. 
Of even greater concern is an absolute decline of 6A percent in the 
total number of jobs in New York State since 1970, This state is 
the only one with an absolute decline in employment and contrasts 
sharply with the tiverage employment gr(j(wth of 37 percent in the 

Mountain States. . • 

\ • ^ ■ ■ 

Tlje location of the Library Bureau in Herkimer, New York is 
pari of Herkimer County invthe Utica-Rome Standard 
Metropolitan Statistical Area (SMS^). The principal cities, Utica 
M Rome, are lqcate<^ in Oneida<5oUnty ancf almost 30 percent of 
the labor force in Herkimer commutes to Oneida County for 
work. 

" A rather complete economic history of the area has been 
produced by C*afulli (1977) from whose work this description is 
largely drawn. Jhough the focus here is ujpon the industrial sector, 
the two counn^s continue to produce substantial amounts of 
fl^gricultural goods. Oneida (^ounty i» the third largest dairy 
producer in the s(&te. Crisafulli's analysis shows that the industries 
which developed early and dominated, the econom^p to World 
War I hold^bnly a slim position in the current economic profile of 
the area. Most development took place between the Civil War and 
World War I. * i 

The single largest employer of labor was the textile industry 
which consisted of 72 firms with 18,126 employees on the eve of 
the First World W^r. This {h(lus4ry alone accounted for 43.6 
percent of the area's total manufacturing employment (Crisafulli, 
1977: ioS). The industry was centered in Utica and relied on steam 
rather than water power^ an alternative made possible by 
proximity to Pennsylvania coat fields and the transportation of 
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tiid on the^Bri^ Canalv the princiiHil products that HUed ihe 
cahAl's frdght network were vwious^U krtitw«w fnd other • ; 

cottonaMHls.v- rV ' ' ■ './Iv/-;: ^ ^vV''"V■'^' 

Second in size and iinportance to the textile grou|) w$» ihe metal • . 
and machinery sector. In the earV twentieth century, this sector \ 
included 85 factories and emplo;yed 12,733 or 30,6 percent of all 
tho^e^employed in manufacturing. The pities of Sherrill, Rome^ 
and Utioa .in Oneida County were the major centers of the . 
industry, litica specialized in the manufacture of jiui)s. stoves, 
tools, and boilers. In addition, there were numerous primary 
metal foundries that catered to the railroad industry. Rome was 
the center for the production' of copper and briiss implements, 
while Sherrill specialized in silversmlthing at the wprks begun in 
1848 by the John Humphrey Noyes Oneida Community. . 

The third largest industry before World War I was the lumber 

and furniture ^roup accounting.for 2,245 employees or 5.4 percent 

of the area's manufacturing employment. Thirty-one such 

factories dotted the two-county area which had substantial forest 

resources, much of which is part of the Adirondack Park System 

' today. ■ . ' ^ "A 

V ■ j ' ■ • . . . ■ 
A fourth industry was "transportation ttid transportation 

equipment." This group consisted of all the ancillary services 

connected with the Erie Canal and the regional railroad system. 

The canal was finished in 1825 and Utica became a major 

warehousing depot for its. commerce. A similar development 

accompanied the expansion of the rail system as Utica became the 

nexus of the rationalized New York Central Railroad with large 

freight and redistribi/tion depots/ . 

Two other industries were related to agriculture. The dairy 
products industry provided a stable" element in the area's economy 
for nearly two centuries, and a second consequence of agriculture 
,. was the canning industry. Oneida County was apparently on the 
frontier of /ood-prOcessing technology in the late nineteenth 
century. The MohaWk yallcy agricultural base easily supplied this 
infant industry with a viiried crop of fruits and vegetables, In 1912 
t^iere were 22 canneries in thear^ (CrisafuUi, 1977: 103). 



Tho currmit lUUiitical profile of Induitry in the 'SMSA ihowi 
(hat lione of the ihduitriMr fitvo the metidi fifurii . 

pro^kiinontly in the induitriiU mix. The wlier itiengthilre no# on 
the periphery of^notnic activity and even the product mix of the 
metal-produdng sector hai radically changed (CriiafiiUi, 1^: 
106). Though table 3-1 diiguiiel this product mix trend beeauie it < 
shows steady growth for the metals sector, the manlve structural : 
change in the economic base which occurred in the interwar and . 
postwar years can he seen particularly well in tlle death of the local 
textile industry. 

TaMeM 

Diitribatlon of Mannfactntipg Enploynent 
yUea-RomeSMSA, 1913, 1947, 1916 



-7 ■■■ ■■ ••■ : 1912 1947 1976^ 

(pe^t) (percent) (percent) 

Metals and machinery . . , . . 30.6 ^ 41 .4 61 .3 

Other durables ,.. 5.^ 21.0 ; 7.0 

textile mill products 43.6 19.0 3.7 

Other non-durables 10.9 18,6 28.0 ^ 



Soutv: Crinfulli. "Commerce ■nd Induitry," In Tkt History of Omkl0 County 
(publUhed by Oneida County. 1977), p/i06. ^ 

Although a n&pular local notion is that the decline of the 
Utica-Rome arei was a result of the movement of textile firms to 
the South just \fter World War II, CrislfuUi argues that the 
decline was actuaHjHn several industries and had been in progress 
for 40 years, but hachbeen disguised by the economic stimuli of 
two world wars and the geiMral decline of the depression. As th& 
origimil industries declined^many dependent supplier firms and\ 
industries suffeied. The declirie^heiv resulted from a loss of the\ 
local et^omic base in general. It was a long term decline of major \ 
proportion (1977: 106-112). . , 

The transformation of the regional economy partially fits the 
pattern ascribed to post industrial society (Bell, 1976). The loss in ^ 
mknufacturing jobs has been accompanied by an increase, albeit a 
smaller one,- in non*manufacturing employment. Manuficturing 
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\ (at 32.3 percent pf total employment in 1970) remains the bmii of 
, 1 the econdmy, but employment in the ribn-manufacturing sector 
expanded by 28.4 percent between 1950 and 1976 (Grisafulli, 1977: 
V- 112). The largest advances were made in professional services, 
V I . ; public administration, finance, insurance, real estate, communica- 
' tion and^public utilities, and construction." A second development 
' of the pbstwar period has been that government has become the 
most raipidly expanding industry, accounting for one of every four 
' jobs in the area and having almost tripled its employment level 
since thfend of the Second World War>*^ 

Table 3-2 presents an illustration of the. devolution of the 
manufacturing sector, both in the durable and non-durable 
combonents, and the relative health of the non-manufacturing 
sectirs. Lest the nientionTof "health** be deceptive, note that total 
employment in the ^SA in 1976 was 1 13,200, down 2,800 from 
1975 a«d representing the lowest level in the 1970s (New York 
Sta[e Department of Labor, 1977). Tracing the employment levels 
in (nanufacturing through the table shows that the 1976 mark of 
36,|000 also cstabBshed ia record low ior the decade, and is 
particularly noticeatJle in the "machinery, including electrical and' 
transportatidn equipment" category. Both durable and non- 
durable manufacturing sectors declined steadily over this ten-year 
period; within the (Jurable goods group "all of the loss came in 
machinery ... once the heart, npw the heartbreak of the local ' 
economy" (New York State Department of Labor, 1977: 4). This 
particular decline is considered the key to the economic malaise of 
the area, a situation exacerbated by plant closings and defense 
cutbacks that halved the record employhient in this industry set in 
1969. Major losses after 1969 occurred through the closing of the 
General Electric Radio Receiver plant, staff reductions at Oriffiss 
Airforce Base, and the closings of Kels^y-Hayes Drop Forge Tool 
in Utica and the Univac division of Spctry Rand. 

The precipitous drop in the la.st three years is partially explained" 
by the nationwide recession, but it also underlines a general 
tendency toward contraction of employment in the manufacturing 
sector, particularly in this region. A critical weakness in the 
region's principal manufacturing component is also exposed. The 
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postwar emphasis upon light manufacturing is particularly 
sensitive to. cyclical fluctuations in the Aational economy. 
Recovery will always lag behind national developments since 
**much of the industry in this area acts to supply parts, or tools, 
for larger manufacturers elsewhere in the coufitry* Before orders 
are placed with local employers, the inventories of the other 
proddcers have io be depleted''. (New York State Department of 
Labor, 1977: 4). 

Along with the increased employment in the governrtlcnt sector* 
and services subdivisions, trade and finance have beett fairly stable 
and contract construction, public utilities, and transportation 
have declined coYisistently. 

The Labor Force and Unemployment 

Population changes in the area have paralleled economic 
changes with high growth rates in the late nineteenth century and 
declining rates throughout the twentieth century. A sensible 
interpretation would have people fleeing a lack of employment 
opportunity. Table 3-3 shows the population of the Utica-Rome 
SMSA by race and sex for 1970. The grand total amounts to an 
increase of 9,899 persons since 1960. 



Table 3-3 

Population by Sex and Race, 1970^. . 


Race or Ethnic Group 


Total 


Female 


Total 


340,670 


175,042 


White 


332,094 


170,756 


Black 


7,686 


3,818 


Other Races 


890 


468 


American Indian 


249 


124' ^ ; 




613 


314 



Source: Annual Planning Report, Fiscal Year 1976, p. A-12. 



Herkimer County's share in this total figure is 67,633 and is 
primarily located in that corr\er of the county near the industrial 
centers of Uticb and Rome (New York Stdte Department of 
Labor, 1975: 1-2). Whites account for 98.1 percent of the civilian 
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labor force and 98C3 percent of the c^ian employment for the 
entire SMSA. Blacks constitute 1 .7 p^ent of the civilian labor 
force and 1 .6 percent of the civilian emplpyment totals. Only 62 of 
the 7,686 bladt males live in Herkimer County. 

The Department -of Labor has projected that by 1980, the 
populaUoiyof the SMSA will decline by 1.2 percent or 4,044 
persons. The decline is expected in the preteen age group while an 
inacase /is expected in prime-age workers (New Yorl;; State 
Department of Li^r, 1977: 1^. Table 3-4, showing the 
percen/ageichange in the population of Herkimer County ^or the, 
twent/eth century, lends support to. the projection. 

r Tableau 
P<jirccnt Chaagc in Population, Herkimer Countj^ Statefc Nation 

Percent Change 

CchsusYea'r United New York Herkimer 

States State County 

1900-1910 +21.0 +25.4 +10.4 

1910-1920 ....... +14.9 +14.0 +15.3 

1920-1930 +16.1 +21.2 - 1.5 

1930-1940 +'7.2 + 7.1 - 7.0 

1940H.1950 ....i.. +14.1 +10.0 + 3.2 

1950-^1960 +18.8 +13.2 +8.1 

1960-1970 +13.9 + 8.7 + 1.9 , 

1900-1970 +167.4 + 150.9 + 3^.5 

Source: Economic Profile: Herkimer CoUnly. Fall 1975, p. C-l. 



The projection of art increase in prime-age workers will increase 
the number o[ individuals unemployed unless an economic 
turnaround is accomplished. The current lack of economic 
opportunity is harshly teflected in the SMSA statistical series 
detailing the characteristics of unemployment insurance bene- 
ficiaries. FrortV 1970 to 1975, the percentage of males among those 
' individuals claiming unemployment insurance (UI) benefits rose 
from 53 percent to 68.3 percent, indicating the progressively 
higher proportion of primary wage-earners in the jobless total. An 
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analysis of age cohorts shows that the largest Inqreitse In UI 
beneficiaries has been in the 2(K34 year old group (Niew York State 
Depahment of Labor, 197S: 43-44). Blue^llar workers ih tlie 
SN4SA were the chief UI recipients, accounting, for 7S percent 0f 
total benefits for unemployed men in 1977. In conjunction with 
the general economic decay of the postwar years, Crisafulli hote(f 
that *The area has not known full employment moi-e than a flfth 
of the years since World War 11,- ' and that '*it has been classified ' 
as an area of substantial labor surplus! for as Ipng as these 
Classifications have been published" (1977t 106). Herkimer 
County, however, usually runs a slightly lower unemployment rate 
than Oneida. 

The income levels of manufacturing production workers have 
increased annually in the postwar i^eriod, but the increment has 
not always kept up witlnhe Consume Price Index and wages have 
been consistently among the lowest of the eleven SMSAs in New 
York State. The 1972 average weekly wage of a manufacturing, 
employee was $1»5.72 in New York State; $167.32 in the 
Utica-Rome SMSA; $17). 02 in Oneida County; and $160.10 in 
Herkimer County XDcpartmcht of Commerce, 1976). Family 
income levels have also remained below statewide standards, and 
actually decreased in real dollars from the 1974 high of $15,540. 
The figures for April, 1978 show that the average production 
workerl. weekly wage rate was $231.96, which placed , the 
Utica-Rbme worker ninth in the scale of eleven SMSAs in the state 
(New York State Department of Labor, 1978: 2). 

Two other indicators complete the profile of economic 
opportunity in the two-county area. An gnajysis of -quit rates for 
the 1970-76 period as a* surrogate asse^mfentfuft the workers 
general attitude toward the security of theirf mployment and their 
' willingness to risk seeking work elsewhere shows that area workers 
are becoming more tenacjous a^d regard a steady job as a rarity. 

The ^um of these economic cort(;jitions must explain much of the 
unionised sector'sHinability to sustain work stoppages. Crisafulli 
attributes the;»hort duration and narXow breadth of area strikes to 
the "statesifianship" of labor, howe^r prosaic economic factors 

/ ■ ■ ^ 
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probably explain more of th* phenomenon, While tbe Mdha^k 
Valley hu « higher rate of unionism than t^^ 
number of woi'kers involved and the number of man-day$4ost due 
to work stoppages has been among the lowest in the sUte and 
naUonXCriMifuUi, 1977: UO)v^^^^ 

A final measur^ suggests the disparity in economic development 
between the counties of Herkimer and Oneida. Census data from 
1970 showed that 28 percent of Herkimer residents commuted to 
other counties for their livelihood. Ninety percent of that figure 
commuted to Oneida County. The corresQ^ding fiiurcs for 
bncida County showed that only 4.8 pcrccrtf of its'^ residents 
commuted^ elsewhere^ chiefly to Madison, Onondaga, and 
Herkiiher QOunties (New York State Department of Labor; 1978: 
12),.: _V ■ ■ . . , ■. ' :■ 

Economk Peycfopment Efforts . 

The principal Wncy in the arej^ that coordinates industrial 
development schciMS, is the Mohawk Valley Economic Develop- 
ment District (MVEdp). which was estfiblishcd in 1965 under 
authority of the Economic Development Agency (EDA) of the 
federal government, an agehcy that was created under the Public 
Works and Economic Dcvdopmenf Act of 19j55 to ♦'spur 
economic and social growth iiKeconomicaUy distressed areas" 
(MVEDD Overview: 1). The MyEDD encompasses the five- 
county area of Fulton, Herkimer^^Mont|omery, Oneida, aiid 
Schoharie cOHrtties. tn fiscal year 1976, the bperating costs of the 
agency were approximately $105,000, morfe than half of Which 
Were covered byvfederal grants. However.-thc dollar impact of the 
agency's wo^ was far greater. " y.. 

, Th»., methods used by the agency are essentially two-prongedv/ 
First,' It cooperates With local governments at all levels to help 
them acquire matching federal funds for infrastructural support to 
irtdustity. These projects may range from establishing industrial 
parks toipublic works, including the development of transporta- 
tion systems (MVEDD Overview: 2). All Of these efforts arc meant 
to attract industry, but there are also programs established 



throygh which existing private Ipoijipanies may 'apply«f(tf loans 
from the EDA or other sources to finance plant expansion or 
shore up failing firms, the underlying rationale in all of thes^ 
"efforts is the support for increased employment. Table 3-ij 
provides a rough approxitnation of Uer^istribution of EDX- 
related loans and gfahRietured for the arlta1>3f the MVEDD. Of 
this $17.25 million, $8.4 million was provicKd-l^ local Authorities 
during the decade. ' . ^> 

Table3-5 J 
Projects Funded throjighMVEPP196S497S . 

' I ' ^ ' Total cost 

- ^ General ProJc9t Category . » (wHHohs) 

-.dustrial Development (infrastructure) ...... . .v. $1 1 .7 

Job Difevelopment (training and seasonlil ' 

(uibiic employn^cnt) 2.3 - 

TouWsm ; t .9 

BusinWs Development (loans to pjHvate firms) . .V. ^ 3.1** 
Planning ^including feasibility studies) ^ .25 

■Source: Mohawk Valley Economic Pevelopment District: A n Overview, part I II , pp. I -3 . 

The develo'pmenKoiLjteusable industrial ^fks represents a 
redirected effort from the local development attemps df the fifties 
and early sixties. The Utica bidustrial Development Corporation 
in 1957^ttracted over 1,(X)0 jobs in one maneuver by refurbishing 
an obsolete arms manufacturing plant in th^city. Unfvac division ' 
of Remington Rand accep^ the good. faitJ^ attempt to enUce 
them to Utica with a ready-made factory and'st^iyed twenty years, 
until March, 1977 when the 1,000 jobs were lost .through a 
corporate decision to qlose the facility (CrisafuUi, 1977: 109). 

While the MVEDD does seem to have injected rational planning 
measures into area development programs, the accomplishments 
of the agency have been dwarfed by developments that are beyond 
its control. The total impact, in terms of jobs, of the MVEDD 
programs in Oneida County duringthe ten years covered in table 
•3-5 has amounted to a gain of ju^tsover 1,000 jobs. In three 
months,, at the beginning of 1977, the cbunty Ibst that many jobs 
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; • ♦:^#h the Urtivac doMng, T^^ 

il '.''beeh-'immensev ," ■ '• ■ ; • ■ ■ ' '■• 

■ • the social impact bf^ecdribmic diilpcattoh is essentially. 
: immeasurable, however local legislators are amiually confronted ^ 
;^th the doUar value onheif "social services^' bS^^ 
year. Those costs for Herkimer County ^^ione jave l?een more than 
SOperctntof the totAl budget in recent year> andfhow ho.sighiof 
diminishing (Herkimer Coiintyjudget, 1977r42, 55). With a 
. shrinking tax base and a relativaPlow property valuation rate/t 

economic viability qf the area fias been diminished. * : 

[crldmcr and the Library Bureail 

Against this setting Of regional decline, the announced closing 
of the Library Bureau seenied to reinforce the area's depression. 
The Library Bureau itself is locate-d In Herkim^J NeW York and 
draws , its workforce from the three contigiioUs villages of 
Herkimer (1970 population 8,960),Jlion (9,808) and MOhawk 
(3,301) clustered a dozen miles east, of Utica. Of the 22,000 
persons in the villages, appriximately 8,700 were employed in 
19170 with 80 percent of the jobs in the private sector and about 10 
percent iri manufacturing. In relation lo the rest of the state, the 
population decline has been slightly more rapid and there is a clear 
dependence upon a healthy private sector for employment. A 
gross estimate of the economic situation is* apparent iti the 12.8 
percent unemployment rate at the time of the announced closing 

when th^ national figure was 7.0 percent. 

The impprtance of the Library Bureau to the local economy is 
apparent not only in the ef forts (to be desicribed) to save the plant, 
bul^also in the. average agi of employees (49 years) and average • 
tentire (17 years). The pattern of low turnover which existed in the 
plant at the time of the threatened closure suggests that the 170 
local employees we^e not easily employed elsevirhere, in that they-^ 
possessed" speciafized woodwOfkiiig skills which were not 
consistent with other local manufacturing activity. In 1975, 650 
workers in the same craft had Been dislocated by the ctokure of the 
Standard I>psk Company in Herkimer. 
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The Library Bureau (LO) |s In theVishies^ of (Mignlng an^^^^ 
manufacturing hith-quality wood and metal ihelvin|-i>r()ducts 
and othor library fumishins|, The concern was found in 187(^ by 
Melvil PeWey. inventor Of the decimal catalogtllii^i iystem, ln;a^ 
effort to ihiprove library services through furniture and hardw|fre 
improvements. Within;ks speciallMdfield^^tbe LlbrArjr Bureau has 
prospered, selling not only standard products, but designing, 
supplying, and installing libraries in their entirety to meet the . 
needs of educational and other institutions with significant or 
^pecial^ collections. Library Bun^au is reported to be the n^pst 
respected manufacturer in its field. Its products can be found at 
institutions such as N6tre Dame, I^rinceton, New York university, 
and at U.S. embassies «nd rel«ied agencies throughout the world. 

The Library Bureau took part in several mergers from the time 
of its founding, and following the Second World War, relocated 
to the village of Herkimer, New York in a three-story plant erected 
at the turn of the century. It remained an jndependeni company 
from the time of its foun|ing by Dewey untirl923, when it merged 
wi^h Rand Kardex, which in turn merged with the Remington 
Typewriter Company in 1927, to form Rdpiington Raijd, Inc. In 
19SSc Remington Rand and the Sperry Gyroscope Company 
merged to form Sperry Rand. Subsequient Mergers resulted in .the 
formfition of the Univac division of Sperry which owned the 
Library Bureau. In summary, nearly half a century of indep<!ndent 
operation was followed by a half century Of contfc^ by outside 
owners, and finally after September 1976, the return of local' 
control. 

This smalk» company has shown considerable success histor- 
ically; one reason is its comparative advantage in being located 
close to its raw material sut>ply. pose to half of its sales are 
derive^ from wooden products, such as shdving^vertioal . files, 
card cases, and larger filing and shelving systems. These products 
are manufactured from logs obtaihed locally and processed by the 
company in its own sawmill. Local farmers ,contract-«n an annual 
basis to suppl^ the required number and quality of hardwood logs, 
for which they receive cash paymerusrTfifcse payments eiKceeded 
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for debarking logs, rough cutting, a^d planing boardi: ihi^ 
praising invblvbi removal of defects, finishing, application pf 
veneers, or thin layers of hardwpods, reflnishing, and vi^Djlsiiing 
before assembly iito thl? final product by skilled cabirtetmakiers. 
By processing its own rfv%ood rnateriais Aie Library Bureau 
assures thc'tjuality of its-nnal product. Only 30^)erceht of raW log 
material is actually used; 70 percent is resold to become pulp and 
mulch products, the annual cutting season begins in October and 
lasts through the winter, the sawmill did not process woods for 
any other purpose than supplying the Library Bureau until after 
the recent conversion to local ownership. By beginning tb process 
lumber for local contractors and lumber yardsi previously idle 
time has become profitable. While value is added to the raw 
materfal during processing, large inventories^ annually amounting 
to- $2 million, are required to keep the operation supplied, these 
inAfcnlories arc a direct result of the nature of wood- processing, 
which requires extended periods for drying and treatment. 

A third of the Library Bureau's sales arc derived from steel 
shelving products, which were until recently supplied, under 
agreement from another subsidiary of Sperry Rand located in 
Ohio. Remaining salei consist of accessories subcontracted to 
other companies or bought outright and resold at a profit. An 
earlier, short-lived venture into plastic furniture items was 
discontinued when the company was unable to assure the quality 
standards it met for its other produces. ^ - 

A second important factor in Library Bureau's business is the 
manner in which it mai^kctV its product. When the. company 
merged with Sperry Rand in 1955, it became corporate policy to 
sell its products only within the United States. At the time,, this 
caused some consternation within the company, as planning had 
already been devoted to filling an order for the King of Sweden, 
who wanted a complete library installed. Furthermore, it was a 
long-standing company policy to sell only to those libraries 
employinj0)rQfessional librartans. this meant that the majority of 
its business was conducted with larger Hbraries, usually those 
supported by public funds. „ 



With the cutbtcks in fc<lerjM iihd itiite spendli)! that ocmM iii 
thelfle 1960s and though the l9^0s« tibrary Buretu'i iQirkM did 
not ikpand. If anything, it shrAnk. The comptiiy's irivMint^^ 
policies also meiht that orders ware budgeted and paymei^tt 
assuried in advance 6f production. Customers liiade budget 
arrangements for purchases six months to two years in advance of 
expected delivery < This implies a very low loii on accounts 
receivable, but ift vulnerability to rapid bouts of inflation, the 
u:ompany has had approximately 18,000 customers, and recent 
annual sales averaged $10 million, which amounts to a healthy 
lS-20 percent of the U.!S; market, with a profit of 6k7 percent 
fifter taxes. As no single customer accounts for more than 10 
percent of Library Bureau's business, the*company is insulated 
from drastic short-run changes in demand for its product. The' 
company's age and specialization relative to its co^npetitors 
provides experience in estimating the costs of completing customer 
orders. Sin^e sales largely derive frpm' Competitive bidding on 
open contracts, its experience and reputation are valuable asset^ 
Nevertheless, as a result of the cutbacks in public spending 
described above, the company sought to increase direct orders. 
Under Sperry Rand, Library Bureau sales personnel were 
permitted to operate out of the parent company's markctirig 
offices, but a fule was established limiting the access of Library 



manufacturing, S 1 in administration and technical work, and 55 in 
salesi The production workers and clerical workers are represented 
by two locals of the International Union of Electrical, Radio and 
Mactyne Workers (lUE). Production employees receive payment ' 
through ^an incentive system based on individual productivity. 
^ Operations in the plant are arranged with highest Skills (final . 
assembly and finishing) being allocated to the upper floors of the 
plant, and lower-skilled operations to the first floor, sawmill, and 
log yard. 

The manufacturing process is best described as a flow of 
;naterials from th^ sawmill on the ground floor to the'Tinishing 
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room onm thil-d flopr. Parti art placed on Kailid-trplt«y« wh^ 

liwir auBtnati^ jiMmbiy equi ^Hng wiiUpiiieiifi iqulti- 
head m<ll(leri,%iid tdg^binderi: (f^^ to the 

• capacity jVf a single machine to perform the M|ine fiincfidh 
slniultantbusly on leyeral ple6ei of raw material). Theie machine 
are run by one or at most two employees, v 

. Several' of Library Bureau's machines are quite pl4>: but 
practically unreplaceable. Normally, machinery depreciate! in 
value oyi6r time, but the reverse has occivred with Library 
Bureau's equipment. These machines i|ere manufactured in 
Germany and Switzerland, countries which have expenenced 
favorable postwar currency shifts with respect to the tJ.S. dollar. 
In addition, importation taxes on such equipment have, <jri8en 
considerably. These economic factors, and the fact that the lead 
time for the replacement of such machinery is two years, or more, 
. give Library Bureau favorable footing agaifist competitors Sjceking 
to enter the marked. 

.The preceding account reveals a company with easy access to 
^resources, a $table>^ maHcet, and a reasonable return on 
investments, based on ^nservativc. marketing. Nevertheless, / 
Sperry Rand reached a decision to liquidate its hpKj|ijrigs lii this 
firm'. Though very! little information is available to iiecoUnt for 
r decisions which were taken at Sperry Rand concerning the Library 
I Bureau, there is information sufficient to suggest that Sperry had 
/ a marginal Commitment to the pTant regardless of profitability. 
Library furniture production was inconsistent with most of 
Spcrry's activity and thi return on investment available in this 
indu^tcy was below that of investments in electronic technology. 

Community brtils and Mobllliatlon ^ ' ^ 

On March 29, 1976/ Speiyy Rand made formal public 
announcement of its intemion to liquidate its holdings in the 
Library Bureau and to terminate the division within,^ twelve^ 
months. In the conglomerate's 1975 annual shareholder's report, a^> 
I sum of $2 million had been alloclj^ed to financing the^anticipated 
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dote down. I^roin the iile of tB inventories* equipmoit, «iid 
faciuti^, Slurry exi>ectid to realize $7 mlliion. Alihoiilh the 
^onnpi^ny's intentk>ns had been manifeit to Ibcalb 
others^ffr some^yeafs, t,he public diiclolure was detcHbed ,a9 a 
'^ttddcn cvent fn the local pitss. 

: During the years 1972*1975, on four different bcciwionS, Speriy 
Rand had been approiiched by two distinct groups seeking to 
purchase the LB. One^roUp was made up of representatives of 
senior LB management and the other of . local business investors. 
Though the general public's awareness had not been jitoused, 
these locally-based efforts established* certain contacts and 
crystallized interest in a purchase attempt among important 
members of the community, pripic to the formal announcement of 
March 29. - \ 

t . • » ■ ■ 

However, the issue may not have been so clear to those 
reprei^enting Sperry. In 1974, the merger between Sperfy Rand and 
Untvac resulted in the new Univac division taking control of the 
Library Bureau. The process of merger ' may have affected 
'managerial focus on the LB and suspended Sperry's policy making 
with respect to that division. By the < time of the public 
announcement of liquidation, LB had Become only one part ef a 
general plan common to the merged companies ' to divest 
themselves of less profitable, older divisions, or those employing 
technologies ^es$ consistent with the major products of Sperry 
Rand. At the time of the announcement concerning LB, these 
plans had already shown concrete results in the dosing Of a Univac 
plant in Utica in 1975 and the announcement Of intentions to close 
three more in the state. 

In any case, the separate attempts between 1972 and 1975 by LB 
management and the group of local investors had not borne /ruit. 
It is not known whether Sperry was approached during this 
period, or during subsequent negotiation^^ with representations by 
competing businesses or interests other than those arising from LB 
managetment or the community. Any approach of this kind might 
^'hiaVe had the effect of raising or lowering, in either .case of fixing, 
Sperry's expectations with relipect to what it epuldVeanife from the 

1 . ■ 
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liquidation Qf L^.f iuid would Ka^^ iilbi^utiit 
rMgotlations wtth th^yocal groups 49Mribe(i a^ve. Dtspite 
engaging in i|6goti«tibnS with titest g^dups, pribt to Mariph 
Sperry had not cpmmitted itself tb filing the diyiiibn as an 
bperating (ibho^rn; Indetct, the March 1976 announoetment spbke 
of a phasing Qut of operati<^s\ and separate Uquiasitioti of the 
various LB assetst implying th%t LB jobs would be lost to the 
cbmmutiity regardl^s, of whether offers were received fpr the 
entire LB bpe^atioh. The issue of lost jbbs and public reaction did 
not enter into the various negotiationsi>rior tb tbe announcement 
in fPu'ch 1976 that the iLB division f^buld be phased out ahd . 
terminated by March 1977, 

Upon receiving word of Sperry*! announcement in his 
Washington offices, 'Representative Donald J. Mitchell from 
District 31— which Includes Herkimer Couigy-'attempted to 
|wiiy Sperry from its decision. It is nb^ known whether he 
attempted to influence the decision Sperry had taken to sell, or 
only the decision to close down the LB. Presumably, hei^Was 
concerned that a closedown would affect employment, whereas a 
sale woul<l only put the LB jobs at risk, under whatever policy :the 
subsequent owners adopted. However, he learned that Sperry's 
^ decision was 'Mrrevocable.*' Mitchell cbntacled Kiehard Rifen- 
burgh, then in Florida on business, and urged him to cotitact 
Sperry executives, in turn, to further reason with them. Mitchell 
and Rifenbur^h \yere co-chairmen of the Mohawk Valley's 
Business Assistance Committee, a group of community and 
business leaders formed to aid industry in the economically 
depressed Mohawk Valley. The committee had a continuing and 
special interest in bringing pressure to bear on absentee Owners 
intending to withdraw industries and business from the area. 

Rifenburgh maintained other interests which tied him to LB and 
tl)e Herkimer area. He personally led the group of IbcaHnvest yrs 
which had, in 1975, made the most recent bverturei th'Spe ry 
UnivaC to purchase the LB. .His group had cornraissiiM|c a 
commercial credit study of the Library Bureau at titat' tMl'lto 
determine whether the division's assets' could be used through 
mortgaging to obtain sufficient credit to purchase the division 



from Sperry. While c^dlt on theM Mieto wbdd hiv^^ \)m 
available. th# ium ^d liotb^ meet SiiMrry'i 1975 Dripa of . 
$9^oiiUion which rcpret^iited a considerable drop from th« $11 
miluoti quoted in 1972. Thiijubitantiai ch||i|e in aikin|0rloa i^M 
due to changes ill ihventori«t' and accdiintt r^yable. NcVerthd* 
less, in June 1979,JLifenburgh^i grovp haddeveloM a flnat^ng 
plan, working ^roiflh vn independent Flprida^based gaipUne 
distribution company of which Rifenburgh was a director, The , 
plan was baiiiNl on commercial banking loans, federal loansr 
(IBPA), and public subscriptions, and contained; the Idea that 
employees ind the local public would be Independent owners of a 
new tB. This plan would surface again iii 1976. following the 
Sperry Rifiid announcement.^ , 

Rifenburgh had fornlerly been a member of management in 
Sperry •$ Univa&division; he had quit in the iarly 1960s to promote f 
his own business interests. In 1976, these interests included * 
ownership of Moval Management Corporation, director and 
officer of .various other companies/as well as chairman|hip of the 
40-company Computer Industry Association. An early venture in 
data control systems financed with overse^capital culminated in 
Rifenburgh and seven others bccoming-mllWlnaircs. However, the 
cpmpany they managed subsequently suffered heavy losses in 
trading on the international money market. Although Rifenburgh 
was financially successful and held important , ties to local- 
business, his earlier entrepreneurial efforts had gained him. a 
somewhat harsh local feputation as jbmeone prone io taking high 
risks. ■ *' . ■• ■ t 

When Rifenburgh contacted Sperry Rand on behalf of Mitchell 
and the Business Assistance Committee, he received much the 
same response that Mitchell had. That is, Sperry's deciliion wa$ 
firm: the plant would be phased out and the variou^sets sold 
separately. Whert Mitchell received this news from Rffenburgh, 

; early in April, he arranged an emergency meeting betwecnNhimself, 
Rifenburgh an^ others, and .representatives of local, staie, and 
federal agencies. These included the Small Business Administra- 
tion, the Federal Housing Authority, the Economic Development. 

^Administration, the New York State Commerce Bureau, the Job 



iDeyielbpment Authority, and the Farmers Home AdminiitAitloii^ 

Those present expressed uriUlfigness to support a locil effort tq; 

purchase the LB division froih Sperry, but it Wat n6t reidily 

liPlMureht holw a siifficieiiit atnoimt of equity coqjj^ be raised to 

meet the terms of varioul public and private credit, sources. 

However, the meeting l«d cpniini|nity leaders to doubt the ^ 

inflexibility of Speri^*s phase-out plans. :Th(|ie involved workedi 

under the auumption ^iat Sperry would insider any o^^^^ tW 
'was made in good fa|tl|. j ^ 

Following Uie March j29 announcement by Sperry, representa- 
tives of botn the 'management group and ^le group of local 
investors (including Rifenburgh) reviewed their separate efforts to 
negotiate with Sperry. The only tie between thes^ two groups, 
besides their comindn interest in "purchasing the LB, was in the 
person of John Ladd, director of the Mohawk Valley Economic 
Development Pistrict. He had been advising, both, groups since 
their initial interest in purchasing the plant in 1^72. Ladd had been 
approached because his non-profit organttation, the MVBDD, 
had local jurisdiction under the Economic Development 
Administration to administer loan and grant fun^s to Mohawk 
Valley * businesses and programs, and had the mandate and 
expertise to guide this kind of applic|tion to the' proper agency 
officials. Ladd himself wak a successful' businessman, with 
ownership interests in. several short line railroads and freight tars 
which he leased to largcYaHrdads. Mqjst important was the respect 
which both groups held for, his judgment. ' ' ' 

The LB management group, headed by Robert May, the 
difector of marketing for LB, knew the business well, but had little 

N grasp of the financing problems involved in the proposed 
purchase. In contrast, the local group (|f investors had a better ' 
grasp of the fmanqing problems, but knew little of the routine 
operation and business of LB.. It was clear that the two groups had 
to cooperate in seeking to purchase the cOn^pany; each was too 
weak to act alone. 

Ladd and others saw an opportunity de^loping in which these 
groups could be joined jn the attempt to purchase LB from Sperry^ 
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^ The Sperry aniiduncement forced people to r*pid disclsidM and 
commitment to some action. Though the two groups had sought 
exclusive control for thunselves, a rapid merger was required in 
order to present a quicirresponse to Sperry, especially since the 
Sperry announcement did i^ot include provisions for the mie of LB 
as an operating concern. . X 

Eight days after the announcement, on Tuesday, April 6, 1976, 
the Evening Telegram and the Observeij Dispatch carried headlines 
announcing the-Whation of the Mohawk Valley Community 
Corporation "to save the Library ^ireau," an4 noted the backing 
of the LB union locals. Althougrr the corporate charter papers 
* were filed that day, the Mohawk Valley Community Corporation 
did not gain legal status as a corporation until April 15th. 
However^ in announcing the filing of the corporate charter on 
April 6, the local press also publicized the MVCC's request to 
Sperry to delay the planned closing of the LB, and to come to 
terms over possible purchase offers that might be made. » 

The formation of the Mohawk Valley Community Corporation , 
and its exposure in the press was only partially the product of 
motives based on saving the community; it was also the. result of 
heatedrbargaining between the two groups. Rifenburgh was named 
chairman of the fledgling corporation, which was staffed by 
representatives of investment, LB management^ and 'community 
interests. 

) The merger of Competing groups into the new corporation was 
produced through the mediating role of Johj) Ladd, director of 
MVEDp. In a series of dramatic meetings,. Ladd forced the two 
groups to come to terms with each Other and to recognize their 

t common interests. The management group had been holding 
meetings with its own lawyer to determine the best course of action 
open to it. Similarly, the investors' group Was dusting off its 1975 
: financing plan . On the Saturday .three days following Sperry's 
anno.uncement, the management group meeting in Utica was 
attended by Ladd who had convinced the investors group to attend , 
--<as well. When Ladd had the members of both groups present 
together, he convinced them by force of argument tp joiri forces. 
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uT appeared that significant progress was achieved w^h^n^ Sperry 
' ahiounced on April 8th Its agreement in principle tt> sell the i>B 
^vision u an operjitingconiMrh thus to p6sti)one the closing 
ahdio negotiate. However, S|>erry r^p^rtedly int^iidcifl to prqceedi^ 
with its announced pl^ns to turn away farther orders tor Lv 
products, and to dissolve the SS-member LB marketing force. 
This, in (he words of onis observer, would have "reduced (the 
purchaser's) potency as a corporation to wro," as the new owiers 
of the L3 would :|Dme into control without any backlog bfomers 
for equipment iiM without the marketing team required toj&btain ' 
new- business. Sich a policy would make U difficult ffc the 
potential buyer tA develop investors' confidence and financial 
backing, as the LB would have continuinif operating expenses 
under new management without a guarantee of future income to ' 
meet them. Furthermore, Sperry made it clear that it would delay 
its original plans to begin phasing out t)\c LB only«if a purchase 
agreement could be reached in a m(itter of weeks; / 

Sonvc observers questioned whether Sperry's offer was made in 
good faith. The offer was interpreted as an appeasemem of public 
opinion which had b<^en aroused lEainst^the corporation for the 
recent LB announcement and the Univac closedown in ptica the 
preceding year. The offer was also criticized because it held but, 
4itt1& cause for investor confidence in a Library Bureau under rtey. 
management. But in its own immediate>dnterest Sperry could not 
hold out the promise^'of indefinitpj/idelaying its decision, given 
that it had determined that the shutdown >yas required; to keep the 
sales force occupied would have me^nt increasing orders. Even if 
orders had been limited to short-riin production activities, such 
action'Would have meant a delay in^Spcrry's ultimate objective. In 
addition, Sperry's earlier experience with local purchase attempts 
promised anything but lobal ability to conclude a sale. However^ 
those observers who were involved from the community's side 
have interpreted Sperry's conditional agreement to negotiate and 
its ensuing actions as a form of obstructionism. Short deadlines 
and demands ^or down payments suggested that Sperry wanted 



tp Appear to negotiate while miurih| the W 

'.:1^'^'y.-:'^'':^-y.: , v^'',' ^''^i'-''''^ 

I The MVCG withbut capital or opemtiiig ^tmd|,lhut 
piidposed to maicc art offef to Sperry for the purchase of LB. 
Ahother meeting wai callwi, with 100 or to ophcemed cioniimmlty 
leidcr* invited, to lay put thtf plani of the ^rporatidh and to aik 
foi| donations. Thelchairmaii of the Herlcim^ County legislature* > 
thi mayor of Herlclmer, investors, LB union and managetnent . 
leaders, and numerous dti3»ns. incltiding L6 employee* imd tin^^ 
f|(niilies, were present ^ •^-^ \ 

. / In the interim, the combined investment group developed a 
/target financial plan from the plans drawn up in 1973. They 
/ proposed to raise capital in equity and loans through a loan of $2 ^ 
/ million from the Economic Development Administration, 
/ channeled through the MVEDD, another $2 million in mortgage 
loans from area banks, and $1 .8 million raised by selling common 
stock in the MVCG to willing investors. Before the EDA or the 
banks could be approached, it would have to be shown that there 
was interest in such l^VCC common stock. The issuance of 
common stock would require a prospectus, or offering to the 
public, which in turn required a cash outlay to cover printing, 
mailing, and othcricosts. People would be needed to staff the 
stock subsc|^ption drive. 

These problems were presented to the assembled community 
meeting, and the response was very positive. Numerous individua^^ 
citizens, among, them many LB employees arid their relatives,' 
pledged their |ime tp support the subscription drive; A Concerned 
Citizens* Cortmittee was formed to raise a targeted $15,000 to 
cover the expenses of the drive. Within three weeks; tlie committee 
had raised $16,000, $11,000 of which arrived within 24 hours of 
the committee's formation. These donations came from locnN 

]. It is inurestlni to conlidcr whcthiir such perceptions served the cau^e of the 
community or not. If the communliy group required t closing of rtnM to succeed, and it 
appears that this wy^the case, then perceptions of hostile intentions on Sper ry*s part may 
have forged public (and investor) opinion against a common enemy. However, it <*«n be 
argued that such hostile percini)tion8 mal^ have slowed negotiations in the long run, at a 
result Of the mutual sultiicloM they aroused. 
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mi^ftflts and°pHvat« citizbns* and th^ eommunity RiMtiiiy it 
Hefldmer ^Cooimiinity CoUege b«c«m| » r«ll)^iig point in the 

;MiiiniviAlty^clbn.. ' 

Aboiit the same time, Sperry anhoMiieed cbitditiqnal 
williiikne«$ to letl the plant, and hegotiatipAs oyer linil^Ung 
price were uklng^pce between Sperfy^feprew^ and MV<;C 
at Sperrylieadquairters. A prospeaw offering cdmmpri stock in 
the MYCC ^Was under preparation, and by the first week in^May, 
1976, the EDA had cojiditionally approved the proposed $2 
million Ipah, , The condition, however, was the rajsini 6f 
$2,0Cto,0Q0 in local eqiiity capital through MVCC common itobk 
Jiuahascs, ' . T ' 

; Work on the EDA loan application had been superviisd by 
Ladd iMid others, but much of the actual work was carried but by a 
X^ctired djrectot of the MVEDD Mho agreed to assemble the 
miterial and write the application. He '•shut himself in a 
basehient" of the MVEDD offices for two weeks, and directed a 
small staff iii researching th<l information required by the 
-application. His efforts added to the local mythology building 
iround t)]ie community's attempt to save the Libfary Burea^. 

anciai information for a feasibility study was easily available 
..^use i^ management and Rifen5urgh*s investment group had 
afre^#gath€rcd:the necessary details in their previous attempts to 
*p)i«hiMc the LB plant. Similarly, an EEOC compliance pita was 
j;.^SSx;ivailable because Sperry had prdered one written for LB, 
: fSjl'this '^as appropriated for the application. Help was also 
proyjded. by tfee -Technical Assistance Center at the State 
"^tSvcrsky of New.York at Plattsburgh. This center was funded by 
;^ thc^EDA and existed to aid economic development organization! 
' Jik« the MVEDfgjn'northern New York. The two-inch thick final 
'applieiurori7M«wbled in only two weeks, was itself a somewhat 
, he^oi^^ effort Mi^ Comparison to the norm .in creating such 
dbcum|nt$/ 



,- puritig thts'ijame period the MVCC was negotiating with local 
^rcomniM'ciial banks to obtain the third proposed block of capital 
V Laddr iti^feviewing this period, recalls that it was difficult to 
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convince the banks and commercifU investori ofithe tkHentlal for 
MVCC's success. Ladd, the ihanagement .group, and the 
iny^tpr's group were known to the local banks^ as they had t^wn 
ftpprpached by the former during- the unsuccessful 1972-1975 
^purchase attempts. This kind of skepticism- was shared by the 
•EDA and the banks alike; in Ladd's word;s, - ' ; ' 

U got to be the same ^y with the banks. So when we^ 
fmally got this thing together, we really had to do some* 
serious convincing. Not that these people were angry at 
us, but they had heard the same story so many times, 
and of io many innovative ways to dithis thing which 

' had never come to pass, that we had now to go in and 
really pound on their heads and say really this time it Is 

' going to work. 

Up to this point, the effort had proceeded smoothly. However^ 
on Monday, May J 7th,' in the words of one observer, ♦•suddenly 
Sperry made waves." Sperry anitounced in Philadelphia that it 
Would require MVCC to produce a $250,000 down payment, one 
which wo^||d not be refundable even in the event that the proposed 
sale did not succeed. In addition to a reluctance to abandiijn its 
original policy to close down LB and separately liquidate its assets, 
Sperry now believed that the cost of protracted negotiations and 
the uncertain promise that MVCC^ould raise the required equity 
made it mandatory to force the issue. Furthermore, Sperry refused 
tameet the MVCC negotiating demand that the LB marketing 
force be kept intact and the value of LB's assets in inventories and 
b^ckorders be maintained wh^^VCC attempted to meet the 
financial and legal contingen<jHpquired by the EDA, 'thp banks 
and those involved in preparirfgine stock prospectus! Negotiations 
broke off immediately when MVCC representatives perceived that 
l^perry had reconsidered its original agreements. ' 

When word of Sperry's negotiating stance reached. jLadd, 
Rifenburgh, and others, they mobilized every means available to 
them td bring pressure to bear on SjJferry. They contacted 
Herkimer's mayor, the chairman of the county legislature. 
Representative Mitchell, Commissioner Dyson of the fiitfi York 



State Commerce Bureau, congressional candic}atev^nita Maxwell^ 
Senators Jacob Javits anc^ James Buckley, and New York 
Governor Hygh Carey. Individually and collectively, these 
individuals contacted Sperry's chairman of the board, Paul 
Layettqii and other Spcrry representatives. Lay^tje insisted that 
SMrry would h^ve tosee tangible evidence backing MVCC's good 
failh verbal statements. In turn, MVCC representatives argued 
that $250,000*^ simply wasn't, available to the corporation, 
I esp^ally when they were forced to acknowledge 'to potential 
invetos that the yalue and marketing potential of the LB could 
be drastici^Uy altered in -the midst of the negotiations. 

Representative Mitchell recalled the other plant closings Sperry ' 
^nd was undertaking in New Ypo-k State and pointed to the poor 
publicity Sperry would receive if another plant were to close in the 
face of such obvious public ^enthjiisiasm for the survival of LB. 
^Congressional dandidate Maxwell, who was campaigning against 
^ Mitc^^, h^d-jsupporters in the i^ati6nal Farmers' Organization. 
She:pointed out that her potential constftuency in Herkimer was 
heavily represented by farmers, for whom Jthe payments received 
from logs delivered to the LB sawmill were an important source of 
Incom^. ^he threatened that if Spdrry continued to obstruct the 
negotiations for the sale of LB, thet\ she woiild attempt to 
organize a national boycott, through the fafmers' organization, of 
Sperry'a farm products line. , 

During the lapse in negotiations, * while Sperry was being 
privately pi^ured, certain changes occurred in lji£| makeup of the 
^T'-'^J^VGd's board, which suggested a **tight'eiijng in'ihe ranks.'/ 
Early in May, the county legislature'^ chairman resigned from tjhe 
board of directors of MVCC. When this wa^ announced in4he 
May 6th Utica Observer Dispatch, the item slated that he had 
resigned ''not because of dissatisfaction, but because he felt that a 
/ conflict of interest might develop 5ecause of His chairmanship Of 
* the county legislature!" In addition, Richard Karp^lii wh^was to 
have been president and chief operating officer of the new 
corporation, also resigned 4ii^ position on the board and took 
jinot|ier executive position outside the community. Although the 
Evenifig T^ehgram reported Karpen's promise that he wouid be 



av«U|1»le4b'y8i8t the new cpirpomtion during Itt formation, tbt 
chlnjies appear to have imt'i'oved the public Unagd of the MVCC : 
and may have represented loihe ^cit compromife beti^ the 
oriji^nai Competing groups. / 

^ On thi 28th .of May, negotiation! were reopened between the 
MVCC and SperrV,, All the pressure brought to bear on the 
companVyVid Its executives did not result in Sperry's withdrawing 
its denland for a dovra payment, although the le^r flgure^of 
$200,OQO was agreed upon. However, Sperry did agree to refrain 
from brfcalcing up thc^ales force and promised to keep inventories 
and back orders frorifdwindling. With this substantial concession 
in hand, My CC executives set out to raise the down payment. As a 
first step, t,bey called a meeting of LB employees on the evening of 
June 2 to discuss ways of raising the money. ' _ 

They explained the situation to LB employee! In terms of 
immediate capital requirements. Short term interest bearing notes 
wouJiJbe^exchangcd for loans to the MVCC. These notes could be 
converted at a later time into stock purchase options at one-half 
the market price for MVQC . shares when the shares came to the 
market. The employee response was overwhelming, and $193,000 
was raised from the loans of more than 200 LB employees within 
two days. The only security they received' for these loans were the 
promissory notes. Each ^employee investor took a substantial risk 
since the money was not refundable if the negotiations between 
Sperry and the MVCC ultimately failed. iJowever, this money 
indicates that the employees were committed to supporting the 
purchase^ ! - 

The LB's two unions, locals of the ttJE reOiresenting Clerical and 
blue-collar production employees, were indispensable in the di-ive 
to raise the down paymei<LjCarl Vogel. the employee with the 
longest tenure in the plant (Hfyears* servlce),»Wiw president of the 
production workers* local*. Earl Phillips with 10 years' service was 
president of the clerical workers' lo^. Vogel had attended meet- 
ings in the period 1972-1974 when managefttent was djscusslhg an 
attenipt to buy the LB plant from Sperry and^knew.of tHe 
threate'hed closedown, but the matter had nevy before gone 
beyond the discussion stage. . . <^ ^ ' 



When the actual annQuncemeht qf the closUii; came* the union 
representatives and the employees ibre shocked jnd fdghtened. ; 
Management intentions to purchfue the LB'flrst caused cOnfiision 
whhin the union and considerable indecision. Ladd planned to 
address a meeting^ of union members and non-union Employees 
soon after the Sptrry annoi^nceinent and was dismayed to jearn* 
that the union officials hkd nOt invited unioii members. He 
contacted , the onion ihternitionai and sought to calm and 
persuade; union cooperatioh was essential. Tljie union, however/ 
wa^ unsure of its future role under employee ownership. PhiHps 
argued that representation and ne^tiation of pay, seniority, and 
benefits would still require the^nion. ^fiie coaxing of the' 
international was required b^ore full participation of the locals 
occurred. • 

The union skepticism is understandable given the adversary 
nature of its relationship with management and the efforts of an 
unknown groiip of investor^ to buy the plant. Members of the 
MVCC board made it plain that continuahce of the union was not 
in question, but the continuance of was— unless the Union, as 
representatives of employees, would throw its* weight behind the 

' effort. The MVCC board of directors was so convhiced of the* 
importance of securing the union's support for the campaign and 

,of assuring the union a sense of .belonging that two seats on tfle/ 
board of directors were offerfd to the union. These were not 
accepted because board mempership was not envisioned under 
union rules, and the international level of the union ijeared the 
creation of a conflict of interest. Even so, the union's role in plans 

sto purchase the LB seemied a complicated question. The union was 

' not permitted to purchase stock as a union, be(^ause h could not 
use its dues or other funds for this purpose. 

Vogel has remarked that the call to raise the down payment did 
not seem problematic sin^e the crisis overshadowed older relations 
between management and the union. The union could not spend 
its own funds, but it could provide direction and encouragement 
to its members:, 

This was kind of a sppt to be put on, but I said, "if we 
» don't (raise the down payment) we're sunk; we're losing 
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our jobs «nd the area is going to suffen iMst give me a 
few hours and ni get the ball rolling.*' So Ummediattely • 
went right through the plant and got everyone enthused ^ 
an^.in two days we <jmc up Avith $193,000. . 

Sperry had specified a 454ay time limit during which its offer, 
to negotiate and sell, wouW remain open. Strangely, Sperry was 
evidently not prepared for such a speedy response with the down 
payment. NVhen MVCC representatives tried to deliver the checit 
for $193,000 they could not find anyone to accept it, and the 
transfer did n#t occur for another 10 days. Thc.45-day period was 
closing rapidly, and acceptance of the down payment put Sperry in 
the difficult position of holding $193,000 in nonrefundable 
community ^moneyVhilc pressing for its deadline to be met. 
Eventually'the 45'-day period was extended by another 45 days. 

The offering prospectus was almost complete when if was 
realized that Securities and Exchange Commission (SEC) 
regulations pertaining to successor corporations were an obstacle. 
Successor corporations, like the MVCC^*seeking to purchase 
companies through a stock offering, are required by the SE^Tto 
provide certified financial documentation covering the previous 
three years of business. 'Since the major proportion of the 
MVCG's assets would be held in the LB, the regjulations meant 
that MVCC would have to publish financial information on the 
LB which Sperry itself was unwilling to pTbvide. Though MVCC's 
own accounting firm believed that the LB's operating statements 
were adequately |fionitored and trustworthy (ihembers of the 
MVCC including4<obert May had supervised the LB's operating 
budgets in their capacity as LB executives),- the SEC fequired 
Sperry *s independent certification of the information. Sperry was 
unwilling to make such representation? because it feared 
contingent liability suits if the LB did not succeed under new 
management. As a result, MVCC found itself unable to put forth 
an offering document to the public. The promised ED^ and bank 
loans, as well as the $193,000 raised by employees, were in 
c jeopardy. r- " 

A solution to the problem Was i^ourtd when it was suggested that 
the MVCC contact the New Ytork State Attorney General's office 



about tht possibility of ah intra-state offering. Unlike the federal 
government, the State Attorney General was authorized to waive 
certain requirements^ in a public' stoek offering. Th^ New Vork 
State Department: of Litw agreed to assist MVCC in ; the 
registration of its offering document and accepted the operating 
statements. The<)nly restriction thk MV^C^ would suffer was the 
stock could not be bought or sold outside the state for a period of 
one year. The intra-state prospectus, flled April l^jthit biecamtf 
effective July 1st, 1976, and under the deadlines se^ bf Speny,' 
MVCC had until August 10th^ raise the $1.8 mnj|ion required^ 
before the commercial bank and EDA loan^ could be executed. . 

All of the MVCC's efforts^ were npw turned to promoting the 
sale of its own stock. From the QUt$et, it was poNoy that the new 
LB would be ''wholly owiied by the people of the viklley, mostly by 
the employees." F^estrictiohs were placed on the number of shares 
which could be.oWned by any one person (25,000 of the 1,000,000 
shares issu(^d). Such a policy, it was hoped, would ensure that the 
LB, wa^/ managed in the interests of the community. But the 
problern of raising the capital in a short period was enormous. In 
>Ladd's^ words, 

We started to sell sto|k and if you have never tried to sell 
' $2 million worth of stock in 45 days in an area like our^, 
/ a depressed area, try it sometime. We brought in some 
experts who had been in sales . , . and they advised us 
that we should Concentrate on the little guy in ihe street. 
What we call street financing. 

To encourage the individual investor, local brokers wi 
contacted and informed of-the sale, and they agreed ^^^^cjivise 
potential customers. Furthermore, they agreed to;iit;U )he itock 
.without receiving a commission. The local banlc^ were approached 
by Rifenburgh, who urged that loans it^ade t6 Indiyi^&l^ 
seeking to purchase stock, even if they jj^flsently held loans oir had 
insufficient collateral. During t|[);e;,fjrj^t day of the offering^ the 
banks loaned $40,000 to privatife' i|idividuBlsj for the ikrpm of 
investing in the stock. |$iito)l4r priissure had beei^Drought tp' bear 
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on area banks when it was a question of raising fht $200,( 
payment, and with the same saicta. 
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The campaign to bring the i^ock sale to the public*! atteiitiph 
was directed at every perion >vorkin^r living withifi the Mohawk 
Valley. The campaign was staffed by volunteers; many of whom 
were the wiVes of senior LBl iemployees. These volunteers alone 
were responsible fotdellverlng over, 13,000 copied bf t|ie 2^m«e 
prospectus. The local Chambers of Commerce diitr^buted qoi:^^ 
of the prospectus to th^ir members. The Concerned Citiz^ for ^= 
Library Bureau Committee setit put mofe^than 64300 letters_;>;i\ 
explaining the campaign |0 edtioitors in the five surrouhd^^' 
county school systems, and ove? 9,000 letters w»e, ^a^^ ] 
librarians and a^niiates in New' York^te..;. ' ■' ^\'''y\V ■ $v>- a,' 

■iocal tfeicVision and' radio 'me«W''c'(>oikM'atedSfW 
campaign. THe mayor of H&imeL' who' had « v>e«,i^ly t«Uc,ilfeW^|i' 
reporting ^briimurtity even^^l' invited ^sts\;''ind^n#;,Ww 
board; mcnibfrs, Lt. Ooywnor M%fy Ann KmpswK,f ai>cl ' 
Repre^i;ntai|v^ Mitchell, to^i speak to '^the publi^I IhdiM^ 
investors bpiipt stock by nlail, by phone. Or deWered lEhiir 
I $t)K>scriptiom on foot. In reviewing the campaign latef, Ladd ^ 
: remarked^i^t it appeared as though many of the smallef investors 
were notlawat)^ or did not understand the meaning of a stock sale, 
and thought t|wy were donating money' to support the LB. 

Larger investors such as Utica Club •Breweries, who^w how 
public opinion was swayed, took |he opportunity of pur^hlSihg 
Urge amounts W stock and receiyed publicity for it. pther 
potential commercial investors hoped that the MVCC could be 
induced to granl special concessions against the promise of ' 
purchasing the maximum 25,000 shares, Thus, MVCC was 
approached with proposals from insurance companies seeking 
exclusive contract^. These were turned down. One local 
.entrepfeneur sought to have the lease for his warehouse, which LB 
had used for several\year;i, extended a full five yearS'in exchange 
for stock purchases, ^hen MVCC refused his offer; he refused to 
j)uy Slock ; and ultimately the MVCC moved out of the warehouse. / 
By maintaining a policy of issuing no preferred shares, no 
concessions on the purchase of shares, and setting limits on the 
number of shares to be purchased by\ any one investor, MVCC 
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tried \to ensure that ipeoi^ , interests within or outBi<ie : tlie 
coniiriunity were jiot a>)le to dominiite the company. 

How was public support generated? Certainly, the Vesenoe of 
LB employees in the community /the geh^ous covecale given to 
the campais(i and the MVOC'-Sperry^negotiations and S|)eity's 
negative imat^ijj^e Valley alVhelpid, Nevertheless, the cinfpaign 
was spearhead^ t)y a carefully detailed plan to contact iocal*elites 
and civic and commercial organizations. In the . mlddle of June, 
' Shortly after S^rry had .accepted the ihitifd dqwn ixiyment, 
leaders of the MVCC Campaign, including MVCC board 
memb<|s, local busifiessmen, and civiyeaders met to decide on a 
Strategy for the equity-raising drive.Hinutes frohi the meeting 
show that the Drive Committee lja4 Btly scheduled goals from 
review of the first draft of the prdisp^s to the inception of the 
fund-raising period^ The minutes show . that tactical objectives 
were established to draw sujiport from ill organized elements in. 
the community. ^ 

The media,' a) 'tombstone* announcements of the loss of LB to 
the community would appear in ||||^press iii Utica, Rome. 
Syracuse, Herlcimer, Little Falls, Johnstown, Buffalo, ahd 
Albany; b) appointments would be scheduled for MVCC board 
members to appear on rglmo and TV talk shows. 

Special programs: a) contacting New York State librarians by 
letter and through stock vendors; b) establishment of a $5,000 
Club made of selected names from members of the community 
with individual Drive Committee members assigned to provide 
personal contact; c) a businessmen's kick-off luncheon to canvas9< 
the earliest contributors to the Concerned Citizen's Committee in 
May and the Business Assistance Committee in June to generate 
interest in the business community; d) an employees' meetings 
after ^ working hours—to encourage employees to locate six 
potential investors each; e) area iklucators; f) the unions; g) civic 
organizations, .such as Lions, Kiwanis, Rotary; h) a Mayors* 
Conference encompassing all the Mohawk Valley; i) a special 
Doctors and Lfwyers Drive; and j) general public drive. 
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The minutes' of the Drive Committee also cletidle4 target ftind 
raising goals. M thew reproifluced in full: , 

$5.000€lub V $ 200,000 

Employees Drive ^ 480,000^ 

Herkimer Businessmen , ISOiPOQ * . 

Doctors^nd Lawyers Drive 100,000 . 

VendorsDriVe 300,000 

Lferarians Drive , 200,000 

DAC and Utica Businessmen ,300,000 

Frankfort Businesshten 30,000 

Uion Businessmen 10Q,ObO 

Mohawlc Businessmen . 30,000 

** Little Falls Businessmen 100,000 

' Public Drive Businessmen 400,000 

^ $2,630,000 * 

The campaign was similar to a United Way or Community Chest 
drive. ■ . . ■ \ •■■ J" 

On June 30th, LB's 100th birthday, the public subscription 
prospectus became effective. The Observer Dispakh reported on 
July 1st that the purchase price of the LB stood at $3.1 million, 
and that the stock offering sought a maximum of $1 .8 mfllion or a 
minimum of $1.3 million in stock purchases^. 

Eariy on August 15th, the day before the deadline, accountants 
for MVCC found that it was still $370,000 short of its minimum 
goal. MVCC offices h«d remained open until 8%.m.^eh night 
during the last week of the campaign, and. would do p the 16th. 
Tiie best estimates projected that between $200^000 and $300,000 
would be raised, bul the momentum of the subscription drive had 
been very unstable, increasing daily during the last 'week. Durijig 
the same period, 123 TV and 300 radio spot advertisemenu liad 
been used, to attract the public. $100,000 in mail subscriptions 
were expected on the 16th and perhaps another $200,000 was 
expected in the form of walk-in purchases, but even with these 
generous estimates, the MVCC wouM still fall short of its^goal by 
an.estim'ate4 $70,p00. / 



The MVCC still hAd unused resources Wits disppsil. lA order to t 
gfct the EDA taapprovc loan applicatloos'to lpd^ percent of 
thctotal has to be^iobtained from local dcvdopmeni ageiicI#8, tfae 
MVEDt), under John Laddi apparently did not properly meet the 
local agency requirement, as it was formed under the regional 
jurisdiction of the CDA itself. The only brganiiationwhicli did 
fulfill the requirements «as the Herkimer County Area 
Dcvelopmem Corporation (HCADC), under the direction of 
Henry Oaf fey, h«d supported Udd in his earlier ef forts on 
behalf of LB in 1^2-1975^. The HCADC hadTtlf«iaM|reed to ~ 
' meet the 5 percent minimum rcquirAyient-. Now the MVCC turned 
again to the HCADC and *kccl if that organization would i-eceive 
funds on behalf j)^ Lti if the Herkimer County legislature could be 
convinced to vote up to $150*000 to purchase LB stock. 

The county legislature itself was not empowered to purchase 
stock, but MVCCmade a request that the legislature's chairman 
arrange the ^tock purchase through a grant to the HCADC. In . 
addition to these moves, MVCC had approached Sperry with a 
requesi for it to purchase up to $150,000, which at $2/share meant 
that 75,000 shares would be held by the previous owner, .This 
request was made at the latest possible moment, and ran contrary 
to the MVCC s stock distribution policies. However, the request 
might also be seen in the light of the improved climate in the 
negotiations. If Sperry would buy, then the Herkinftr County, 
legislature would not have to vote any funds to the HCADC, 

By noon on the 16th of August, Sperry had not responded to 
MVCC's request. Consequently, the legislature was alerted to be 
in session at 9 p.m. This would leave three hours in which to settle 
on a sum to put MVCC over its minimum requrrenjertt before the 
offering closed at midnight. Without the minimum. $1. J million, 
MVCC would have: to return more than $1.1 .million in 
subscriptions. Discussions between MVCC, the, legislature, and 
Sperry hinged upon MVCC's ability to buy back $150,009 in 
shares inthe future. 

• N By 9 p.m., tensions- ^sed somewhat when MVCC's shortfall 
^as calculate^ at some^jiing under $100,000. Word arrived from 




5pwty that it )!i^ould b«;l theilegiglMure wai ' V ' 

contacted iuid the elevetth^hpur plan set aiidiT MVG<:'« ftiture i 
• seme^juarAiiteediV' ' ■' ' ' ' 

By nUdnight, however, MVCXM received illW.W^m^ \ t 

it needed in subscriptions, and Spcrry was released from its last J 
ihinute pledge. M6re than $500,000 had been raised in the HnAl 24 
hours. MVCC was very pleased with the support it had achieved: \ 
3,500 stockholders from within the- Mohawk Valley region Irtfef'Si: 
other points in the state would h^thc nev/ owners of the LB when ^$!'^'\%k 
the sale was finalized Scptcmbcf28, 1976; over 30 percent of these ' '1^0-^1'-^ 
were LB employees. 

On August 27, 1976, Robert May, president of LB, informed ^^^^'^■i; 
the regional EDA office that the distribution of shareholding was 
as follows: 

Share Amounts No. of Subscribers ^ 

2,265 ■ 
1,000 > 
74 
47 
8 

I . 
over ld,W(l 1,000) 1 

Approximately 3.5 percent of the shares were held by officers and 
directors. Thirty-five percent of the initial distribution was held by 
individuals working in the plant. 

The Wailed account of the effort to purchase the Library 
Bureau indicates the massive amounts of energy and coordination 
which are needed to complete a community-employee purchase 
The importance of community leaders and organizational skills 
are shown repeatedly in the need to raise funds, negotiate between 
ppteitt^ally conflicting groups and set up corporate structures. In j'T^ 
Communities where these skills arc unavailable, community- T 
toiployce purchases may not be a Via^i/ strategy to meet* a plant 
shutdown threat. The coftibination of leadership skills available in * 
Herkimer may have been an anomaly, but the existing supply of 
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skills in other communities is unknown. Where leadership docs 
hot appear, purchase attempts are unlikely to succeed. The model 
of economic activity which relies upon a supply of entrepreneurial 
talent to explain innovation seems particularly appropriW? with 
respect to the CEF strategy. A 



Subscftuent Events 



Although this study explicitly focuses upon the initial purchase 
decision, the long run performance of the firm i| important. 
During the first year under community ownership (ending 
September 1977), MVCC showed a healthy profit of 34<t per share 
and put aside $300,000 for the Employee Stock Ownership Plan. 
This represents $3151006 profit and $300,000 to the pension fUnd 
on sales of $11,192,905. During the year» the company purchased 
a steel bookstack manufacturing firm from a competitor and. 
bought out two comjjctihg lines of library furniture. In the second 
year of operation, the company faced difficulties due to high 
start-up costs in the steel plant and difficulties in producing the 
new lines. An operating loss of 83<t per share resulted in a 
decision to abandon production of thyiewly purchased »'ncs. By 
the beginning of the third quarter of IfR, the profit picture had 
improved. The improvements were also a result of efforts to close 
a substantial number of accounts receivable/flctiiied information 
is available in the Report to Stockholders, v ; 
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A ^lieoretica^Fpamework 



\ 

An evaiaation of the CEF strategy is necessarily complex 
because of the variety and scope of issues which must be 
considered. For example/ there is little basis to determine whether 
an evaluation should be aimed primarily at a long-run optimal 
solution for the economy as a whole' or at a solution for a specific 
subsector or region. The mobility of capital may benefit the 
overall system, but create acute regional problems at tl\e same 
time. Other issues raised by researchers include the allocation of 
social costs or externalities (Kapp, 1950); the apparent conflict 
between economic mobility and social integration (Olson, 1968; 
Warren, 1970; Crysdale, 1965; Haber, et al., 1963); and how to 
evaluate the many psychological (Manuso, 1977; Strange, 1977; 
Wilcock and Franke,'I963>; so(jiopolitical (Bremier, 1976; Aiken, 
Ferman and Sheppard, 1968; Mick, 1975; Pellegrin and Coates, 
1956); economic (Hqlen, 1976; Haber, et al., 1%3); and 
psychophysiological (Selye, 195S; Kasl and Cobb, 1968) effects of 
unemployment at both individual and aggregate levels. 

In addition to the ^economic, fiscal, sociological, and 
psychological issues themselves, each of them differs in the degree 
to which it may be quantified. Some aspects are measurable in 
cither monetary or non-monetary terms, but others are only 
identifiable. The quantified- benefits appear in the form of avoided 
costs as well as direct gains. Avoided costs are the losses which 
would ]jave occurred in the community if the plant had closed. For 
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' eiquiiple« the difference between ^he wage and salary income 
dbtaioed by^VCQ employees and the income they would have 
;. obtained otherwise iS" an avoided cost. Other examples are the 
avoided drop in local' tax i)ayments, and an avoidance of an 
. increase in local social 9ervice outlays. Hawever, an- increase in the ' 
amount of , the firm's income which accrues locally is a direct gain. 
' At the same time, the community has presumably ^ined by 
increasing its cdntrolover its economic base— a benefit which is 
Uifquantifiable. 

dqit-BcqeOt Analysis 

^ Cost-benefit analVsi^ is a decision making tool which attempts 
to Condense within \6rt^e^sily decipherable form (normally a- 
, * ratio) the important advantages and.4isadvantage^ of any,|iy^O 
' project, and as a result, to aid an assessment of whether to prwibed 
^. wUh such a project, as opposed taan alternative. The benefits and 

1^ ^ costs are normally identified according to their accrual over a 
^ ' specified period of time and, to enable "the commensurate 
^ measurement necessary for a ratio, are presented in monetary 
. terms. . ■ ^ 
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. While quantification of costs and benefits in monetary terms 
^ has been the north, praMitioners have recogftaed that many items 
relevant to an ajsessment of a project cbuld nbt be monetized. A 
1923 edition of 'Engineering Economics discusses such items as 
'/irreducible data">which are also known as ^judgment factory," 
3 *^mponderabIes,'' and "intangibles'^ (Oram, Ireson and l£|av^- 
*orth, 1976: 132). The-classic passagflifKom the Flood Cqrtttd -Act 
,of t936 which, is cited^as a 4)asis of the *cdst-benefit approach 
recognizes both jiuantifiable and non-quanti|i,abIe criteria, tl 
^taties ^that'a Vrojetft shoufd be undertaken **if-thc benefits to, 
whomsoever they^iay ti'ccrUe are in excess of the estimated costs" 
flwif^'Mf 'the lives and social security- of people are otherwise 
id^sdy affected" (IM|: Code, 1940 cd.: 2694). 

The critiques of cost-oenefit analysis, both in theoretical terms 
andin practice, l^ve been numefousaild often well-fpunded (e.g., 
Somers and y/o^, 1969). Preit and Turvey (196^)* divided the * 

- ■■ ■ - 
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limitations of cost-benefUanalysis (conqrti\fatin|i^ mu«W 
more problcmiitic benefits side) into fout (Jategoriei!^^ ^ y 

{{) enumeration, i.e., merely identifying fully the fivers* ; 
benefits and beneficiaries can be very difficult, particularly 
with respect to the central question of whose viewpoint is td 
be used and the secondary problem of avoidance of the 
double counting of benefits; ' 

,(2) evaluation, i.e., ''the vast jungle ... of the mea8urabiiltyH)f 
utility" (Prest and Turvcy, 1%5: 729) is an issue which 
includes the pAlcms of allowing for market imperfections 
and externalities eVcn when market prices are available as 
benefit measures, questions of acfountin^ . versus oppor-. 
^nity costs, and valuation of collective goods; 

{}) choiaie of an *appropriate discount rate, the manifold 
problems of which can be summarized into the statement 
thaf'The ideal solutions . . . require knowledge of . . . yet 

' unknown answers" (Prest and Turvey, 19651 729); and . 

r ' - 

(4) allowing (systMatically) for uncertainty, lntc^est rates and 
' inflation may change, making cost and benefit estimates 
inaccurate. ^ 

It is also necessary td recogni?e that cost-benefit analysis is only ^ 
«d technique based upon a particular framework of constraints and 
cohsideratiorfs (budgetary, physical, Jegal, administrative) which 
have^'enerally been decided upon in advance. It has rationality, 
but it is. a limited rationality, based upon specific assumptioij^ 
which are often arbitrary. . . 

A further critique is that cost-benefit analysis tends to ignore the 
rf/s/riftM/iowa/ aspect of projects. The tecjinique concentrates upon 
whether the present value of benefitJl exceeds the present value of 
cpsls over some time perigd. It pays little or no attention to the 
persons or groups who accrue the" benefits and incur the costs, p 
Mishan points out that 'the use^f cost-benefit criteria oilly 

"•implies a concept of social betterment that amounts to .a 
potential P^reto improvement" (1976: Xlf, his emphasis). For 

. example, in this evaluation, the matter of main concern is to be 
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whpther, for thie whQle local community area of Herkimer, the 
benefits outweigh the costs; this ignores e<iuity Or dtHer 
cons|derfitions regarding the specific persons withffyhe cdrnmiin:' 
iO' Vno Appropriate the benefits. " 
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trenchant criticism, however, is also the mo^t general: 
that such- analysis is simply unrealistic. Factors are chosen and 
quantified, ahd benefit-co^, ratios obtained, without sufficient 
theoretical justification and without necessary Sociopolitical and 
historical background. Cost*bei}efit analysis too often appears 
arbitrary. It is arbitrary in the sense of being the result of a 
particular paradigm. The evaluation obtained by a ceiPCain 
paradigm may have littlg basis for acceptance by those who liave 
different preconceptions or who value different constraints. 

There are several mechanisms which may be uied to diQiinish 
some of these' jaults. The values pf^ critical, but problematic,, 
factors can be varied, within the whole range, of relevant 
possibilities, Such a sensitivity anarysis peritlits an assessment of 
the maniier'in which uncertain factors in the analysis may change 
the overall evaluation. The analysis , may be producCM-om the 
viewpoints.of specific parties who are affected and |k-ovR^ Insight 
into distributional aspects'of t|je program under review. Benefits* 
(and costs) may be exptieitly weighted in the analysis according to 
equity considerations. For example, in' the evaluation of 
community development corporations, Harvey Qarn has sug- 
gested a scheme of "community welfare weights"^ (1975: 1734). 
Also, practitioners 6i cost-benefit analysis are usually careful XO' 
stress th^t the results should b^'seen as only one of several inputs 
into a decision making prcis|s$. 

Despite iis shortcomings, cost-benefit analysis . provides lin 
excellent fTi^mework for critibal analysis and litiderstanding of 
economic and social program optioni. It'forces an enumeration of 
relevant decision factoip and focuses attention upon comparisons 
ilmong alternative actios at a given t^int in time. Future benefits' 
and costs are comMi^d In terms of their perceived values at the 
time a decisioofis w be mf^de. The result of such an itnalysis is 
easily uridJstood,, am|.is intuitively appealing. These analysesXmay 
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assist in brinaihg evidence Into politiqil decisions and av^idin^ the 
*'pofk barrel'' approach whicff has characterized some federal 
government economic development {Programs (Koyirik and 
Devolites, 19l7), \: , : ' ' 

Level of Analysli \ 

Most cost-benefit analyses are talcen from tlic ^etal 
viev^point. The object is an evaluation from the perspective Of the 
entire social system, but the ideal is ^seldom reached because even 
the most significant social and economic ramifications tif specific 
programs are difficult to trace throughout the socie#. The 
concern here js with community strategy in trfe face, of plant . 
shutdowns and an evaluation of the rationality of CBFs for the 
community first, and only afterwards does, the societal level 
become the focys. This regional viewpoint meanil that the costs - 
and benefits will aiJpear radically different from thos^ of a societal 
analysis. In fact, the benefits side for thc'community will include 
some items vVhich a macro level analysis must view as costs. At the 
same time, moving the analysis to thi community level permits 
precise examination of impacts and facilitates the illustication of 
the cost-lienefit methodology, btoth in identifying relevant factors 
and meiisuring them. f " . 

' This analysis also departs from common practice because of its 
multiijisciplinary nature. Economic p^rswctives provide bases for 
calculating monetary costs and benifefits^nvolving wages, taxes, 
discount rates, etc., but psychology adds e'xamination of the 
mental and physical health implications of job loss (Selye, 195?; 
Cobb, 1974)vThe sociologisfs perspective on community elite, 
networks (Laumanh and PappK 1976) and the organisational 
structure of Communities also suggests non-monetary consider' 
atlons. The result is a broad analysis of the CEF strategy with the 
emphasis updn evaluation in the sense suggested by Weiss (1972: 
29)ihat the importance of a program lieff in its viability under 
particular environmental qpnditions. Do CEFs actually help create 
or maint4in employment at a^reasonable cost to a community and 
to the social and economic system? / 



LoqS and Short Term Pt npcctlves on Saving Job» 

A fundanMntal issue confronting this evaluation is whether it is. 
correct to attempt to save jobs at all. Regardless of shori-run costs 
and benefits, society may be better off1)ver a longer period by 
allowing capital to move unrestrained to uses Which provide a 
higher financial return for private firms. Although economists 
regularly point to inefficiencies' and market imperfections, the 
conventional presumpjion : is |hat society's long-run Welfare is 
increased by capital continually allocating itself th|pugh a decision 
making process in; which private firms maximize their financial 
returns, and by labor resources moving from areas of insufficient 
demand to areas of sufficient or excess demand. j 

Schum'peter provides a classic formulation of this ailment in 
his descriptibn of the "process of Creative Destruction,'Nvhich is 
/'the essential fact about capitalism" (1950: 83). H« argues that 

^ First, sinqe w^^e dealing with a process whose every 
element takp cbnsiderable tima'in revealing its true 
f(;atures and ultimate effects, there is no point in 
appraising ti\e performance of that process ex visu of a 
giyen poinyof time; we must judge its performance over 
" time, as U/unfolds through decades or cci^turies. A 
system— fny system, economic or other— that at every 
given point of time fully utilizes its possibilities to the 
best advantage may yet in the long-run be inferior to a 
system that does so at no given point of time, because 
the latter's failure to do so may be a condition for the 
level or speed of long-run performance. Second, since 
we are dealing with an organic process, analysis of what 
happens in any particular part of it— say, an individual 
concern or industry— may indeed cfarlfy details, of 
-mechanism^ but is inconclusive beypnd that. Every piece 
of business strategy acquires its irUe significance otiy 
against the background of that|)rocess and within the 
situation crcited by it (1950: 83-84). ~ % 

/There is an analogy here to a population-ecology or systems 
model of economic change. The fitness of Organisms (or survival 




at' a given ppint in time varies with environmental conditic^ni. 
Capital is the basis upon which variation is built into the eoottoimic 
system imd that system must mahitain the "requisite yaHety'' to 
meeting changing condltlonSi The shorj-ruit life or death of a 
particular unit contribuies ultimately to fie success of the overall 
system in the long run bV ensuring the survival of units With the 
capability of adapting to environmental change. 

Although costs are incurred by the «ociety because of firms* 
activities, the unhindered performance of firms may result in a 
degree of iong>run achievement that more than compensates for 
the short-run social costs. Presumably firms move, i.e., capital is 
reallocated, because changes in factor prices, changes in tiutes',' 
changes in technology, etc. alter the means through which capital 
obtains its highest monetary return. This relatively free movement 
of capital theoretically enables satisfaction of demand for goods 
and services and efficient production by adaptation to changed, 
conditions. The market mechanisms active in the U.S. economy 
may constitute a "gade of . . . destruction" in Schumpeter's 
terms, but also "create" new, mpre efficient economic units 
(1950: 84). The implication is that the proposed shutdown of a 
plant is prima facie evidence that the jobs involved should not be 
saved. 

These arguments are compelling, but must be challenged if only 
for their over-simplistic nature. Economic change also involves 
fiscal, organizational, psychological, and sociopolitical elements, 
each twssessing both cost and benefit aspects. The Schumpeter 
model tioes'not explicitly deal with the long term fitness of society 
on thuc topics. Neither is there a clear mandate giving long-run 
fitne^^S a primary consideration over any short-run cosjt. „- 

A pertinent example is provided by current capital reallocations 
to the South because of higher energy costs in the North. The 
capital flow presumably enables lower cost products for society 
than would otherwise be the case, but the reallocation also means 
that a society's long term investment in infrastructure in particular 
a^eas, designed partly for the support of industry, is underutilized. 
A dwindling number of members in a community remain to pay 
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for transportation, education, and energy systeins im^nded to 
service now-departed firms. This wnste of resources is less than 
Pareto-optimal (Miiller, 1975: 266). Further, individual workers . 
may obtain higher wages by migrating to areas of growing demand 
for labor, but others have to accept lower rates and/or substantial 
unemployment. Migration may allow psychological growth 
through ittw experience, but it can also destroy a sense of 
cbmmunitK and of rootedness. The list of possible factors and 
their conceivable permutations is quite Ichgthy and.the evaluation 
,of such a list is both complex and controversial. 

• • • . • ♦ 

Conflicting Disciplines: Th^retlcal Bases for Analysis v 

The issues of time perspective and the non-ec6nomic effects of. 
capital movement provide a bjeisis for conflicting paradigms for 
analysis. By creating stereotypes of the economists* and 
sociologists' viewpoints, the conflict is not only made clear, but a 
basis for theoretical synthesis also becomes apparent. 

Explicit recognition of the sociological-economic cohflict has' 
come from economist Mancur Olson (1968). Econonists and 
sociologists carry ideal models of the functioning of society which, 
in several dimensions, are fundamentally incompatible. The 
economist's polar ideal focuses ■ upon obtaining the optimal 
allocation of resources through mobility (of capital and labor) and 
innovation. Some sociological views (drawn largely from Parsons) 
value the maximization of social stability, institutional integration, 
and avoidance of individual alienation. Olson argues.; * 

*rhe economic and sociological ideals described are not \ 
only differentV but polar opposites: if either one were j 
attained, the society would be a nightmare in terms of 
the other. . . . The economic ideal required that there be 
an optimal allocation of resources at any moment in 
time and rapid innovation over time. An optimal alloca- 
tion of resources requires that a series of marginal con- 
ditions be satisfied throughout the society; the marginal 
rates of substitution of any tyo factors of production 
must be proportional to the ratio of their prices and the 
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same in all employments; and woi^ but if^^^r^ it rapid 
• • ds for different g^ods^ the methods ^^^^^^ ^ ' 
. of production, the location of production/ and^ the 
marginal products, of particular factors of piroduAipn 
wiU change Jncessantly/ A Pareto-pi^timal 
resources wll theref9re require constant reallocations of 
resource^, this will mean that factors of-prodttCtion, 
including labor, must frequently move from firm to. 
firm, industry to industry; and place to place. Since 
. methods of production are rapidly changing, the 9ame 
combinations of labor and other resources won't be 
needed very long: new groupings of workers are needed 
as the economy changes. ... Both social and geograph- 
ical mobility are at a maximum in the economically 
"ideal*^ society, and there can) be few, if any, stabW 
grolip relations, aiArt from those in a nuclear family in 
which only one member is in tide labor force. There can 
be no group loyalties or orgfuizational cot^straints that 
limit individual mobility in response to changing incen- 
tive. There ^ can be - no ^ organizations of other . 
jnechanisms that give those Whose legitimate expecta- 
tions are frustrated by the pattern of change the power 
to defend their (nterests, for this will (except where, 
normally infeasible. "lump sttm" transfers can bet 
arranged) pervert the pattern of Incentives- needed to 
bring about the resource reallocation which is entailed 
by the economic ideal. No group with a role in the 
productive process can restrict mobility by regulating j 
entry; given privilege for seniority, or "feather- 
•« bedding" (1968: 114-115). ^ 

The economists' and sociologists' paradigms tend to see 
different factors when they evaluate economic change or tend to 
value the same factors differently. When the elemiiiittj of both 
perspectives are used at once« there is usually a perceived trade>off 
between the achievement of the values of each. Economic benefits, 
such as increased goods and services, ^lowest cost production, 
growth, and innovation appear to be negatively {related to the 



Ability to achieve benefits such as social stability, integration, 
rootedness, anfl avoidance of stress. The trade-off ii produoed by \ 
changes which require new combinations df inputs to production* 
Haber et al. (1963) viewed these change^ which often produced 
plant shutdown^ as the "impact of teehnologiod change*V and 
decomposed them into (1) automation; (2) changes in machinery; 
(3) shifts in product demand; (4) mergers and consolidations; 
(5) changes in plant locatiohal advantages: and (6) scientific 
management or time and motion study results. 

in addition, there is a trade-off between long-run benefits of 
technological change, sUch as productivity increases, faster 
economic growth, more jobs, and higher employee benefits, and 
the serious short-run adverse effects on individual workers and 
sub-sectors of the economy. 

Because of ^e overall long-run efficiency of market-determined 
decisions, this trade-off is such that society's welfare is increased 
by trying to resolve the short-run conflicts through facilitating the 
adjustment of individual workers to the necessary and eventually 
beneficial change. 

As a result, the general approach of economic anijjlyjKis is the ot^e 
described in Wilcock and Franke's (1963) study of the closing at 
an Armour meat packing plant. The short-run social and 
economic costs are handled by retraining Workers, relocation 
assistance, labor market information and unemployment insur- 
ance (Shultz and Webster^ 1966). 

Sociologists also recognize the trade-off but view such economic 
disruption with dismay because the strain placed on social 
relations produces alienation * and disintisgration^ Economic 
dominance over social relations is a reminder that Workers tre 
basically treated as instruments of production and .several 
neo-Marxist writers argue that this subjugation of the worker 
prevents individuals from achieving their human capaclaties 
(Meszaros, 1972; Lefebvre, 1972). Economic mobility is thoi^ht 
to result in the isolation of individuals and families. It destroys 
emotional contacts and positive attachments which promote a 
sense of belonging (Recard, 1975). Economists have tended to 
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downplay these sodal costs because business decisions usually 
: ■. ignore .them'as well. . ;■ . \)_ 

EvidfpiiM for tke Tirade-offr V 

Roliuid Wiuten (1970) argu6a for a normative modcl;in. which 
^iety placed a value on the integrity of communities as a basic 
—tomponeht of social structure. Communities must hiive autonoiny 
regarditig their economic' fate, viability in the sense of a capacity 
to address problems froin the community level* and Wide 
distribution of decision niaking power ftmong citizeqs. Commun- 
ity integration and stability is thought to derive from the power of 
self-maintenance rather than dependence upon oiftiiide control. 

Empirical work reinforces this theoretical position. ' Strange 
(1977) studied a plant closing in a company town in Southern 
Appalachir and came to the conclusion that 

the plant closing in Saltville stripped that conmiunity of 
what had been its primary mechanism of social 
integration . . . it seemed to us that with its closing, 
Saltville lost not only its economic base and primary 
symbol of purpose and continuity, but behaviorally, the 
set of relatfonshjips which, beyond home and cKurcih, 
had traditl^omilly related those men to each other and to 
the broader community. In othir words, what seei^ed 
lost here was not only a job in a narrower sens<i, but a * 
time-honored interaction network (Strange, 1977: 31). 

A detailed study by Slote (1969) of the shutdown of a plant in 
Detroit found that the loss of the familifil atmosphere in the plant 
plus other corollaries of job displacement were apparently related 
to negative psychological and psychophysiological .effects. 
Subsequent effects found included alcoholism,* hypertension, 
heart attacks, and ulcers. Several men died during the closing,, 
including two suicides. / / / ' ^ ' 



Crysdale, in/ his study of the spcial effects Ojf pl^nt relocation 
states that! / ' 

this study shows that there appears to be a serious 
contradfctiofV between the flexibility and mobility 
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• required in rapidly chunging industria^cociety and active 
participation iii social . and deniocratlc' processes. 
. (19(i5: U).---- \ . • ' . 

Other researchers have found a relationship betw^n job 
displacemetit and politicals aliendtion (Aiken, Ferman and 
Sheppard, 1968), and Long (195^ claimed that incfeases in 
absentee controlled business, removal the business elite .from real 
community participation, creating a vacuum of cpmlniUnity 
leadership imd domination by cofporatioa interests. 

' Several studies have made the trade-off between economic and 
social welfare explicit. Mick analyzed shutdowns in . the 
Connecticut rubber and plastics industry Concluding that 
"shutdown costs, shutdown frequencies, and lack of shutdown 
protection suggests personal hardship is incurred whenever a plant 
closes its doors" and that "at some point, the social and personal 
costs of shutdowns will have to be weighed against econoniic 
costs" (1975: 208). * 

Kapp's book on social costs discusses the real or apparent 
conflict between rapid industrial change (and presumably'.growth) 
and the majority of people's preference to maintain the status quo 
and avoid instability (1930: 19). Lui's statistical analysis of the 
quality of life in the United States notes that "grow((h, it is 
chafged, distorts national priorities, worsens the distribution of 
income, and irreparably damages the social and natural 
environments in which we all live" (1976: 37).^ 

A United Steclworkers* union official, testifying in favor of 
, proposed Ohio legislation which would, amongst other things, 
require companies which close plants to compensate the 
community affected with a payment equal to 10 percent of its 
dislocated employees' yearly gross wages, complained bitterly of 
communities being treated like "throw away containers.'" 

Labor economics studies' ilso tend to reinforce the idea of 
economic gains accruing in (he face of social losses. Despite 
economic gains to workers /who relocate after a shutdown, a large 

- I. fmnH Valenu, Teslknony bifore i^e Commlttet on Ways .and Means, Ohio State 
Senate, ColumbMs. Ohio, February U, 1968. , \ j 
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majority arc unlikely to move (Haber tt al., 1963( H61^i>, 1976). 
Smith and Fowler (1964) obtained interviews with 14^ workers put 
of 1.100 affected by a T'ord plant closure in Buffald, New York, 
and found that, despite- thip strong incentives of adverse li^bor 
'market |oiiditions in Buffalo^, likelihood of lower monetary 
inicomt, |nd guaranteed jobs in a new location (Lorain; Ohio), 
only 20 percent df their sample had taken the transfer offer about' 
three months after the closure. They concluded that the high 
degree of immo|)ility, which was seemingly irrational from, ah 
' economic point of view, was largely a resuh of: i 

(1) .a value system, as expressed in a life pattern of stability J: 
which made stability an end in itself and predetermined the 
non-immigration answer; - 

(2) social ties and identifications which were locally strgng and 
concei^trated rather than diffused over a larger area, and 
which were not attached to mobile occupatip'niil or ethnic 
groups; , ■'^ '< 

(3) economic positions which were meaningfully part bf ilje 
local community pattern rather than part of re^iionfil Or ' 
national one (p. 47). i • 

■■•/■■ 

These reasons point to many workers', especiqly older 
workers', belief that their overall welfare, is maintained by 
immobility, and that a large reason fOr this is maintatn«)l benefits 
of the kind defined here as social. American society in aggregate is 
remarkably mobile, but most of the people affected by the 
shutdowns discussed here do not want to move and often Will not. 

Despite the apparent importance of social cosn, there is no 
consensus on an appropriate measure of the quality of social life, 
but an evaluation such as this dne must take a broader view which 
permits criticism of ^he position that mobility provides an optimal 
solutionNn plant closings. Onji possible criterion of evaluati(^f) is^ 
the ability of a. sblution to minimize the mobility required to 
reiritegrate disp^aiped workers] 
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1l the Tridc^f f iBfvttaMe? | ' 

There are a nuniber of specific issues regarding tlie long- and 
short-run nature of this trade-off between net econoniic gain and^ 
social loss, but the idea itself provolces intriguing questions. Is thlc^ 
trade-off inevitable, leaving society with little choice bu/the^ 
application of partial solutions which ease the burdeh of 
displacement but nevertheless produce, social costs? Olson (^968i 
suggests the trade-off. itself may always exist in theory, but tl|a|^ 
there are opportunities to avoid both economic and social lbss7~ 
These opportunities occur when society's resources are managed 
so inefficiently that both social and economic benefits, are 
^available through change. There is still a trade-off, but tliere are 
net giins to both social and economic welfare. ' ^ 

Community-employee ownershii:^ might provide a mechanism to 
tmproyeboth social and economic performance in some cases, To 
do this, ho>yever, CEFs would have to affect the parameters which 
determine performance in such a way that output could be 
increased without offsetting social losses— a result which has Hot 
been possible under conventional strategies for dealing with plant 
closings. Improved performance might come about through 
Jncrcased employee commitment, job involvement and produc- 
tivity as well as corrections of potential errors in capital allocation. ; 
'Ihe foilowing discussion considers economic welfare in terms of 
labor and capjtal efficiency and social welfare in terms .of ' 
community stability. . 



Labor Inputs 

Leibenstein (1966) argued that simple reorganization of firms 
could produce greater erficiency. Studies by McNuity (1977) and 
Shelton (1967) support his contention, and objections by 
economists such as Stigler (1976) have focused u^on Leibenstein'S 
desire to revise microeponomic theory rather than disagreement 
with the idea that effidiency gains are available. CEFs Viay have 
particular advantkg^s in achieving Some of trfes* efficiency gains 
because of the manner |ln which they alter the relationship between 
workers and the means of production. , ^ ; 
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Motivation tlfeorx, and ev]idence on job redesign suggest that 
when (he interests of organization participants' are congrUei^t, 
rewards are directly tied to performance, and when high \evc\$Jb( 
commitment are present in ah organization, performance willlbe 
increased, other things being equal (Vroom, 1964; Lajvler, 1977; 
U.S. Department of Health, Edocation^nd Welfare, 1973; Davis 
and Cheriis, 1975). Becker (1960) and Fox (1971) have argued the 
importance of "stake" to the nature of commitment, and Salancik 
and Pfeffer state that: ' 

U has beenrrepeate^ly found that when individuals are . 
committed to a situation, they tend to develop attitudes 
consistent witli their commitment and their committing • 
• behavior (1978: 230).. . . . 

• 

The employees' shares in. a CEF give them a greater stake than 
in cohventiooal firms, this stake ties personal gain to 
organizational gajn arid may produccfUttitudes and bcha\aor 
consistent with increased productivity. L 

Though empirical findings which dirW^ly address this issue are 
limited, there is some evidence from studies ol^mployee 'owned 
firms.^mployee owned plywood companies studied by Bernian 
(1967)Tave higher productivity than cotn^arable-conventionally 
owned firms. The Internal Revenue Servite actually qpestioned 
the high.wages paid by these fifrhs, relative to others because the 
IRS thought it was a ploy to avoid corporate taxes. The plywood 
cooperatives were able to show in court that theirj^pJRers* 
productivity was far enough above ptywood.industryStSndards to 
justify higher wage rates. 

A lathe manufacturing plant in Soutb Bend, Indiana was 
bought from its conglomerate owner through an Employee Stock 
Ownership Plah (ES0P), using , an Economic Development 
Administration loan channeled through t|^ local community. 
Prc ductivity among its 500 workers is, rpportedly up 25 percent 
{Wali'Strket JoUrtigl, August 16, 1?76). ; 

Th0 most sophisticated study tp date is re<)orted by Michael 
Conteajid Arnold T^ni^cnbaum. Cff the Unive|rsi|y of Michigan's 
Survey Research Center, who r^ently publisheji data from a 
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' survey of 98 employee owned firms in the United States (1978). 
Sixty-eight. of the companies have employee ownership under an 
Eijipk)yee'Stock*Owntrship.Plan (i.e., via a trust) and 30 have 
. "dirfect'ownership. Almost half of tHe firms had sales of at least $25; 

milli;>n during the. year previous to the survey. Employees as a 
• whole own at least half <5f the equity in about 7«i percent of the 
companies.' , ' 

■ pf particular interest is the profitability data, obtained from 30 

firms. Conte and Tanhenbaum calculate*! the ratio of pretax 

profit* to sa|es for each, company and then divided the results by 

the 1976 rjittio fof each industi^. represented. The average 

adjusted' profit ratio for the 30 companies was 1 17; the-unad justed 

ratio being 1:"5. The authors claim these results "indicate great^F 

profitability among employee owned companies than comparable 

sized companies in their respective industries" (p. 25). Statistical 

' significance is not achieved, however, as the sample is small and 

includes relatively large variance in profitability. 
I . . ^ 

Regression analysis of employee ownership-related predictors of 
profitability found that, although a large amoui^ of variance wdsr- . 
explained by the predictors, only the percent equity owned by '\ 
non-irftnageria*l employees had a statistically significant relation- 
ship. The results are giveij in Table 4-1, j 

' The authors point out that the presence of negative associations 
. with the ~{51hcr predictors does not# imply (even if they were - 

statistically significant) that such factors have a negative effect o^ 
^ profits except under the conditions of this regression analysis. In ^ 
^ reality, jhese factors may be ' tied to percent equity held ' 
• workers, and it is only by statistic<^|ly controlling the latter factor , 
that'the others arc fonild to have the negative relationships. This 
' point applies to four of the other predictors,* as shown by the table 
' of zero order correlates. ^ 

. • • : • , \ 

' 2. I'or five directly owned comp""icJ^» ihe prolH figures hiul fo be adjusted because tTicy 

(fistribiiled';aportion of their ••profit'' as wages. Hie suni of average wagcMiffcrentiak 
Iwlwecn wc)rka owners and nonowner workers was added to tlie formal profit figures in 
^ each of these c<^yipanf?<. 
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, Table 4-1 

Begmftion Cfl«f ficients for the Predictors 
of **iMf^|te(^: and ^'Unadjusted;* Profltablllty 



Predictor 


Adjusted 


Unadjuste^ 


ESOp ( = 0) vs* direct 








-.22 


-.34 


Percent eiAployees 




f 


participating in plan 


-.30 


-.31 


Perc<;rit equity owned internally . . 


-.31 


-.19 


Percent equity owned[by workers . 


M .02* . 


.78, 


Worker representatives " 






on board bPdirectors 


-.18 1 


-.18 


Employee stockholders vote 


-.05 1 


-.24 . 


Multiple r.- r. 


.72 ^ 


.47 .. • 


, Source: dmlc and I'anncnbaunj. limployee 


- • 


25, 



• Noie: The dala necessary lo Calculate the adjusted ppofilabiliiy ratio was unavailable in 
live companies of the subsei and five companies tftd not provide information concerning all 
ol ihe predictors in this regression. The number of cases in the adjusted and unadjusted 
cells are therefore 20 and 25. respectively. * 
*p<,02 



(The analysis is particularly noteworthy- because it supports the 
common sense idea tnat lower*level workers are only more 
productive when it is directly in their iiXerests to be so. The other 
predictors, without the crucial factor of workers owning much of 
the equity, are characteristic attributes of employee participation' 
schemes, and of situations where the managers, rather than the 
workers, are the major beneficiaries of the firm*s activities (i.e., 
•^percent owned internally" factor). The supplication is that 
D^ticipation schemes without a substantial component of<^he 
7)cnefits accruing to workers will, not be much^ help in raising 
profits. Appraisals of participation plans^by Brimm (1972, (975) 
and Nord (1974, 1975) furthcR support this contention. CEI^s 
provide such a benefit for the WQrkqr owners and might be^ble to 
impw^e p^(l?foj||ancc» 
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T|ible4-2, V 
Correlations Among Aipccts of Employee Ownership and ProfJItabillty 
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participating 




-.29 


-.23* 










Percent of equity 










♦ 






%»wned internally 


.OX 


-."06 


-.12 . 


.25* 








Percent of equity 














owned by workers 


.60* 


.31 


.68» 


.14 


.34* 






Workers on boa/U 




.08 


' .36* 


.08 


.04 


.43* • 




Employee stock- - 
















holders vote 


* .30 


.18 p 




.11 




.47* 




t Source: Conte and Tannenbaum, Employee (Mnershipt9\\91^ p. 26. 










♦p <.05* 
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Conte and ^annenbaum were also concerned with managers' 
subj^cti/e appraisal of employee ownership. In general, manafters 
in th9.5>jf , firms thought em()loyec ownership had a positive effect 
on'wbtlfery attitudes, productivity, and firm profitability. They 
also ^ispjcfrt a detailed study of a firm which had recently adopted 
-an employee ownerAip plati. Company records showed that 
grievances and waste had declined, and that productivity and 
profitability had risen ijK^the period immediately after the 

introduction of the plan, the authors conclude: , • 

■■ V 

■ If employee ownership do^s have,an effect on the eco-, 
nomic performance of a company, as the data of this 
study tentativlly suggest, the explanation may be fouhd, * 
at least partly, in the effect of ownership on the 
employees themselves (p. 28). 

Further evidence is provided by a^ study comparing' 1*2 Israeli/ 
nfianufacturing firms, half conventionally run by "management'? 
and half-"cooperatively" run by.Ribbutzim (Melman, 1975). Six 
matched pairs of firms, including tool manufacturing, die casting, 
'plastics, machine shop, and canning were compared ' ori 
productivity of labor and capital, as well as profits per worker ana 
costs of administration. Tible4-3 summarizes the xjomparisons by 
listing the betti^r performing firm in each industry or both if equal 
performance waS' apparent. , 

Though the study examines only a small number of cases at a 
single*point in time, the results at least suggest that "cooperatively 
administered industrial enterprises can be as efficient, or more 
efficient, than managerially controlled "uiiits" (Melman, 1975: 
212), and an analysis of the capit^^l assets of the firms supports 
organization structure rather than size as the explanation for the 
.findings. , ^ ' 

Two case studies by rAearchers in the New Systems of Work 
and Partipipation Program at Cornell University provide some 
additional insights. Long's (1978) study ofa trucking company in 
• C£?nada owned by Aost of its employees showed substantial 
improvement in organizational^ performance. Labor turnover 
declined 30 percent and damage'claims by 60 percent in tHc first 
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Table4.3 r / , 
Summary Ranklng^ofiyiaiiigcrial (M) Vcrtus Cooperative (C) 
Ent^rpriyes by Criteria of Efficiency 





Sales per 


Profit per 


Profit/ 


Sales/ ' 


Adminiitraton/ 


Industry 


iiiin hour 


worlter 


capital 


asset^ 


production vKorfcen 


Tools 


I" ' ' ' 
M 


' , M ••■ 


M . 






Instruments _ 


MrC ' 


M . 






c 


DievCastilnig 


M-C 


C 


C . 


c • 


CM . , 


Plastics 


c ./ . 


" ■ c_. 


C 




CM ' 


Machine shop 


c 


c, ' 


c ' . 


^ C-M 


M 




^ two years of operation. Freight handler productivity improved by 
S percent, and a substantial profit was made compared to losses 
^Jfite^revious five years, Lorife also found higher levels of worker 
ihtegration, involvement, commitment, and satisfaction. More- 

V^er, participation in plant decision making had pot changed, 
permitting Long to attribute many of these improvements to tb« 
ownership change. . / 

SimilaV improvemerii in the quali^ty of upper and lower level 
^employee input has been found in the study by Gurdon (1978), In 
^ihis c^e, la small knitting mill owned by a medium-size 
corporation had performed well until it was sold to a much larger 
corporation, Cluett-Peabody, in 1968. By 1974^ aJter some major 
; management errors, sales volume had dropped about 70 percent, 
' the mill suffered a loss of $ J 1 million, and Cluett-Peabody decided 
to cut back the work force and eventually close the plant. Under 
the direction the top manager, a group of the employees bought 
the firm in f975. The company president, freed '^from the. 
constraints and mistakes of Cluett-t'eabody, made changes which 
have restored the mill's profitability. Regarding lower level 
employees, there* ifave reportedly been significant cost savings in 
quality^ control, wastage, plant cleaning, and pilferage. 

Analysis of labor productivity is particularly difficult to obtain, 
arid direct evidence is not availa*ble on the MVCC case, though the 
firm has certainly been in an improved position since the 
ownership change. The exact cause of the improvement may only 
be inferred. The issue raised here, however, is that CEFs may 
benefit from their ownerstiip structure in ifrms of labor 
producfivity. If so, the CEF strategy in plant shutdowns would 
minimize the trade-off by imprdving economic outputs without 
incurring social loss. • ^ 

^apital Inputs 

The process of plant closi]^ And loss of jobs is triggered by the 
functioning of the capital allocation market. The assumption that 
correct decisions arc madeMn this market is questfonable, and 
CEFs provide possible mechanism to improve market 
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performance by correcting several types cajytM market failure, 
the assumption of proper functioning 4ay be criticized on the 
grounds that (1) the allocation process does not make correct 
decisions even according to its own criteria, and (2) the allocation 
process itself is sdmehow incorrect. *^ 

Stephan Michelson (1977) develops these critiques in an analysis 
of four types of capital market failure. He begins by categorizing 
production costs conventionally as monetary or non-monetary 
and internal or exterijal. The costs ^re classified according to their ' 
appearance in calculations regarding a firm's production process, 
and internal-external refers to the inclusion of a cost in the firm's 
.accounting system. Most companies are concerned only with 
internal monetary costs. MichdsorMhen defines the four types of 
nt^arkiet failures. ^ ' 

1. Market Failure 1 (MFl) occurs when the capital market fails 
to place capital where it makes a maximum internal monetary 
return through ignorance- of the opportunity. 

2. Market Failure 2 (MF2) occurs when the capital market.does 
maximize internal monetary return, but by other criteria (the 
other costs of production),the capital allocation is "Wrong." 

3. Market Failure 3 (MF3) occurs when an actor in the capital 
market is aware of the opportunities tb increase internal 
monetary return but is constrained ftom doing so. . 

■ \ . • ■ ' ' 

4. Market Failure 4 (^MF4) occiys when* the capital, whethei' 

maxiniizing only internal monetary retjirn or social return, 
given the resources available to it, fails to produce the return 
it would without additional cost through a change in some 
legal form «uch as ownership find controUl97* 11-12). 

These analytic categories are not;ex6lusive, and a situation may 
involve some or all of such failures. An evaluation of communjty- 
einploy^e ownership is fmportant to this analysis because 
^u^gestive evidence of all these types of failures can be se6n in the 
case being studied V Can the circumstances in this^casc and the CEF 
form of ownership produce more efficient use of capital? 
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Market FaUnrc 1 ^ i > V 

.-.■«,■ /■ , ■ ■ 

The Situation where capital allocations fire inef f ^clembecause Of 
inadequate information regarding opportunilies for their use is the 
'most conventional fqrm of failure. However, the re/a/ivc efficacy. . 
of CEFsLmay be the /owes/ in regard to MFL the argument is 
based on the idea that persons with local or specialized knowledge 
may see opportunities not heeded by the conventionar capital 
allqcation process dominated by large corporations. Although this 
advantage is presumably a facet of ^BFs, it derive s ffom he iM a 
local process rather than solely from being a community-^emplp^ 
ownership One. ^Conventional pjivate, but ^ocal, ownership wilK 
presumably also have this advantage. Thus, ^s evaluations .must | 
properly consider differences between alternatives, the advantages/ 
of CEFs especially lie in correcting other types of faUur^ 
However, in the case considered here, the CEF strateg/was the 
only one available to establish local ownership. / 

There are. indications of MFl in the MVCC Case, The 
motivation behind Sperry Rand's decision to close down the 
Libriary Bureau is not entirely clear, but may have resulted 
partially from ignocance of the means by which their return on 
capital could be increased, the new management increased the 
firm's profitability and probability for its future prosperity by 
acting on their intintate knowledge of the library furrtitiire 
industry and market. Their market position was strengthened by 
purchasing a cbm(>etitor's product line. The new management saw 
that a new drying kiln wouTd both aid their productivity and 
provide additional revenue (through selling dried lumber not used 
in the plant). Information was obtained on new markets, an^the 
. firm began sealing overseas (Middle East) ani3ji>romotin^ a «iiew 
line of X)ffice fui'niture. ' * 

. ■ ^ "f* * . ■ 

* Lack of information Jtnd action may have operated on two 
levels. Sperry's - top management was primarily involved in 
electronics, and may have been disinterested in a small library 
furniture factory in upstate New York, which was obtained as^a 
J)y-product of a merger, the information on which the MVCC 
acted was available to Sperry; in fact, expansion to the Middle 
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East had been suggested earlier^ but the top Sperry Rand, 
leadership was not interested in ^king ft out. ' •> 

Igriorance ofopportunitiiss may 'aiso be associated with Sperry^s 
use of the Library Bureau as ia training ground for Spcrry Rand 
management. According to reports of current firm managers, 
there was a continual procession of man^ement personnel, none 
of whom st^ed long enough to becoipe Tully knowledgeable of 
the business, or, who had little motivation to. make substantial 
changes because*" they would not be there long giough to 
personally profit from them. 

Mafket failure^ which occur because of lack of information on 
opportunitiesi suggest that some plant closures might be avoided if 
the relevant decision makers were less ignorant about opportun- 
. ities to increase returns, TheAevidence in the MVCC case 
exemplifies this form of failure in the sense that opportunities 
Were ignored, but full information might not have altered Sperry's 
particular /decision. Spprty may have obtained higher returns in 
the electronics industry than in th0 library furniture ^industry, even 
with a firm in the4atter operating under the most ideal conditions. 
In this situation, the correct decision according to conventional 
firm-oriented criteria is to switch capital from a use such as the 
Library Bureau to a means of gaining higher returns. This type of 
(Smarket failure, though perhjjps the one most likely to be exploited 
by CEFs in the near future/s least applicable to an evaluation of 
4he differences between CEFs and n^re conventional approaches 
to job saving. 

\ »^ 

Market Faijure 2 

• ' 

Market Failure 2 is more critical to an evaluation, of CEl 
because it argues that capital allocation based only on internal 
monetary criteria is "wrong" in thfe sense that it ignores the other 
costs of production which are generally termed, "social" (Kapp, 
1950) or 'Externalities." Assuming that these m&ts should be 
counted, CEFs are miich less liablfe to MF2 errors. CEFs wiH take 
social costs into accouht because such factory affect the interests 
of the parties comprising the firVn ownership. 



fhe^raditionaKSchumpeterian) objection to use of social costs 
is that long-run firm performance, unhindered by. social cost 
concerns, will make up for the costs imposed, Lack of evidence for 
both the traditional and social cost accounting vie^y^ints makes 
the issue highly debat$bie. A substantial body of literature has 
developed which argues lhat Schumpcter'was incorrect aild that 
better social apcounting m\\ show the crucial importance of social 
cost considerations/ _ . ^ , 

The contemporary analysis of social costs is generalljrtraced to 
Kapp, who defined these costs as "those harmful consequences 
and damages which third persons or the community sustain as a 
result of a productive process ahd for which private entrepreneurs 
are not easily held accountable" (1950: 14). While he recognized 
the short-run optimality of externalizing cos^s, he'qucstioned the 
stability of such a system becalise those asked to pay the social . 
costs were Ukely to . oppose the productive process. "Changej. 
regarding pollution regulations, workei'sV cohipensation and 
unemployment insurance represent a^cognition of these costs. 

'More precise social accounting criteria have beep suggested by 
the American Institute of Certified Public Accountants in a book 
titled, TheM^asurement of Corporate Social Performance (1977). 
It suggests that firms begin to collect information on \ 

(1) participation in community service and^^quality of life 
activities; ^ 

(2) plant location and relocation; 

(3) direct employee-rfelated effects (income, psychological, 
opportunities, given, etc.); , .» 

. (4) utilization 6|iocal businesses; ' 
. (5) in\pact 6% tile physical environment; ; - 
V (6) impact on sociopolitical infrastruq^yrc and (JUltur^l activities 
(1977: 162-3). ' . ^ 

Since plants often relocate rather than simply close/ the 
accountants suggest a procedure which would show both ^he 
positive and negative effects on the two communities H^d the net 
conseqtKjice to society (p. 160). ^ 




There has been a constant stream of research reports '^vhich 
*ai(gueJo'r social audits/ corporate responsibility and human 
resource accounting (e.g., Brummet, Pyle and Fli^ifiholtz, 19j68; 
Chastaitf^ 1973; Davis and 3rbmstrom, 19^/5; Edmunds, ^976). 
Firms are sometimes forcc^ to provide some conipensation 'for 
these'costs, p^ardcuiarly when faced with public outcries and union 
contracts. Soa|€ states are beginning to require severance pay, but 
such factors are clearly subsidiary in the decision making process 
regarding plant closures.^ ■ ' ^ . - ■ 

For example, Whitman and Schmidt (1966) pubpsfre^ a detailed 
study of the process by which General Foods Corfiof ^tion closed 
down four older plants and Consolidated their opeii:ati(^s at a new 
location. The^study is regularly cited as showing -the ideal, fot 
* corporate behavior, in such situations (Management and Economic 
Research, Inc., 1978). The social cd^concerns w6 have been 
discussing are dealt with in the chapter on public relations. 
Similarly, Sperry Rancl appears lo have seen the community 
effects of plant closing as* being primarily a public'' relations 
problem. . , ^ 

Thii^ is not to suggest that the social sanctions implied in the 
concept of a public relations problem are not real. In fact, through 
the strong threat of political repercussions by political representa- 
tives, Sperry Rand was forced to take account of social costs and 
ultimately removed a "^ajor blockage to the MVCC purchase. 
However, during the same period as the LtbraryiSureau purchase, 
.Sperry Rand also decided to cIosV a large Univac plant in nearby 
Utic^ A m^or campaign, including pressure from the^state 
senato^s, the governor, and local politicians (as well as substantial 
fmanclll incentives) had no apparent effec^on Sperry's decision. 
The plant was phased but in early 19^7 with the direct loss of 
aboUt 1,000 manufacturihg sector jobs. The social costs impb^ed 
had no tpajor role in the*deci$ion making process by which the 
capital needed to provide the jobs was reallocated. 

In cof^ast, a CEF would have had to give more weight to the 
costs associated with social demands, at least to the extent those 
costs are imposed on the local community anjJ the employees. The 
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case for consideFing social'^costs is a strong one, and^esc factors 
have been included in the cosl-|)enefit analysis. Differences ' 
between CEFs and alternative job' >aying methods regarding 
concern tor &o?i^l (idsts are important to the evaluation. 

Market Failure ^ > , 

* . * . . ■ 

Micljelson points out-that the conventional capital allocation 
process spmetimes/ails to maximize returns, not bemuse of an 
inabimy^o identify opportunities or not wanting to act upon 
them, but because of legal, social, or size constraints. He notes . 
that: . * . . * ■ . 

inability to put land packages together, inability to 
finanpe, or countervailing forces (environmental protec; . 
tion or co$ts imposed by a militant population, for . 
exsTmpIe), sometimes block the placement of capital. 
The public power construction done by the Tennessee 
Valley Authority is an example of government action in 
the face of Market Failure 3. "Redlining, another 
, example, occurs when individual banks, fearing that 
■ other banks will not lend in an area, themselves refuse t<j 
risk investment, f his' might be considered a problem of 
scope, an inability to control the total flow^orcSli)it|rt» in 
. an area or a "fallacy 0/ composition." Each. institution • 
fears that other capital may not be forthcomingraiild, to 
avoid risk, withdraws. Looking back, their action Wil| 
have -been justified, even though, overa^, profitable 
oppor^nities actually did exist (1977: 4). ' ^ , 

MF3 is appropriate in th^^Vcfc case becAuse, one of the 
constraints which affected capital mpvemeht, and thus job 
availability, was siz*. Local private buyers individually had neither 
sufficient ca|^ital nor enough political support to make the' Library 
l^iireau purchase; a combined cotumuhity effort was needed. The 
. commuiiHv,. including the employees, together were a large 
enough grdup to supply the necessary risk-money and equity. The 
combined entity was large enough both in the -sehse that the 
rcsoufces*couId'be obtained, and in the sense that it could tak^e th<y 



^ , Hsic beCftiijie'tKtf investjnent 6f 'any-g iven individual. Was SQ)<\llt llie' 
c0inmu|l|y-widc efArt ittujned a'dcgfe* of legitimacy y)iich 
, made tHe iyital political suppoft and 'gdv^rnment financing e^aier* 
^ t^ Qbtiiin. A coriycntiohat Rtiyiti ()i^gaiii:MiUon. or one' iWlth^a 
/rVSiarrow Support |>ase ^ould have obtained the Wi(iespriad 
'VotuntaryVhelp* whiph enabled. tHe eittaordinary '•^aye.thr'Ll^'/ 
v ' campaign or .the general public's syij^th^ *nd ii)jercst. . ; ■ • ' 

Th^..MVCC dojcs appcw tQ have dvercom^ a marktf d^^^ 
•partly based^p iizej and partly on itlyrti<iuc base of support, the 
fccal entreprVn^rs vA\o were kwarc^f the returns to be obtained 
• , fromjtliit t^ftvcre too^mal^in tcrms.Qf financial pescAirce^ tamake 
the purchase.* brgahizations lai'ge enough to buy the Library ' 
Bureau were uninterested or .unaware^ The CEF fi lied the gap and > 
saved the jobs. • • 

Whether the si?e an(j flexibility -of a CEF is alwayi appropriate - 
is problematic. This organizational form has *some advantages 
, where conventional organizations are constrained, but limited at 
other points: Small firms face the chronic problems of small 
^usiness such as the inability to absorb miscalculations of take 
advantage of economies of scale. There are probably severe 
limitations on the total arnount of capital which could be raised. 
TnusTbuying a steel plant, such as Youngslown Sheet and Tube, is ^ 
far more complex and the orgfpiizatiqnal form of the CJ^F may 
require adjustment. • 

At the same time, the CEF provides an option which was usually 
I outside a community's range qf solutions to job creation and 
maintenance. Similar locally based community development 
corporation^ have sometimes been able to overcome difficulties 
resulting from area racial composition. Involving local residents in ^ 
bMsiness development has been successful in the Bedford- • . 
Stuyvesant Restoration and Development Corporation and the - 
East Los Angeles Community Unipn. 

Market Failure 4 

■ ♦ • " 

/ * This form of capitat misjciilocation has the most intriguing 
j^ ^L^ipii^^^^ and political^ implication* Michelson suggests^ that 



greater returns migfit be availafa|)efif the form* of ownership were 
changed. He asks "whether therciturn to the activity is the same 
wjien qi^tsiders jace owners* 't (1977110)^ In an «jrgument consistent 
with the notion , that Ipcal control ; will increase' prdductlyity, 
Michelson remirks that different rates <^f return may conic to an 
erit(!rprise uiider^ifferent ownet^s. In this case: . •. . ; ' * 

' The capital'Utet is'corre^t -ip ^f and the ,,orkf r» ' 
.are correct to. purchase This is a potentially powerful 
argument. It says that tJy restructurirtg the ownership of , 
a stock of physical tapiltal, the capital can become more 
productive. . i • jn terms of real re^urces, dhanging the • 
form of ownership^nay get ^bu something for nothing* 



(P^ 10). 



This is precisely the argument advanced by other writffs such as • 
Loiii^. Kelso (1958) who have'*' advocated. Employee Stdck 
Ownership Plans, but it '\^\so consisjertt with the i(ifMkthat local 
ownership and control, with or without the workers may be more 
effective t^^an |ibsentee ownership. ' p""^^ 

*c«jPotential gains to worker controlled firms discussed earlle^n 
this chapter must be weighed against potential difficulties, 
particularly when workers are first becoming involved" in 
decisions. Worker owners may over=j^cate current cdmpany 
income to consumption, riisking investment capability. Collective 
decision making requires'^practice to avoid' slow reaction time and 
excessive conflictr jand workers may resist technological t:hahges 
which threaten jobs, thus perpetuating obsolete technology. 

Size and Technology ^ .' 

Discussions of organizational productivity inevitably mention 
the importance of firm size and the technology of production, but 
these*varia|)les have ambiguous effects or are inapfcroprlAte for a i 
case study such as this one. Size contributes to techijical efficiency 
through economies of scale (Bain, 1968), but the contribution may 
reach it{} maximum at a fairly ^mall size (Stein, 4974). Most 
employee owned firms are fairly small and claim advslmjiges in the 
psychological health of workefs (Kornhauser, 1965fKirsch and 
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Ungcrmanh, 1972; ^Koh'n, 1976), increased ^cxibility, and 
reduced administrative costs. At theisamc tim^^ they suffer t^ie 
disadvantages discoSSed earlier xei^arding capital and the ability to 
absorb ^jlversity." The relevant issue for 'comparative ^tudy is 
v<whethertheemjioyefror empjoyee-commuriity form of o^rshi|) 
^njl^e adapted to- a larg<; sca'le^rganiziti^'. ^ ' • 

^^khnology- presents^ a similar problem since it is ^ largely , 
^eterniined- by the type of output the organizatioi\ M(ishcs to 

• produce and the capital invested. Most cooperatives have been in 
labor intensive industries, and the critical issue is whether the 
cooperative form itself can exist in capital intensive production or 
if the capital retjuired has simply been too large for most of these 
organizations. There is no 9lear theoretical rationale for ar^ving 
that the size or technology in a plant threaj^ed with cloSUre will 
alter the production transformation curve. However, comparative 
studies focused upon these variables might show that size and 
technology constrain the ability tq initiate a CEF. This case canpot* 
>a(fequately address the issues involved. 

Social Welfare 

The positive benefits which accrue socially are more difficult to 
. enumerate because most social indicators of the quality of' Ijfe 
appear a^ avoided costs in this analysis. That is, economic wejfare 
migt\t increase, but social welfare Vemains constant by avoiding ^ 
the stigma of unemployment, the increase in psychological stress, ^ 
marital dij?putes, etc. Avoiding social costs is a benefit in itself 
compared to other shutdown cases, but such benefits are available 
from standard retraining, supplementary income, and relocation 
assistance. However, one critical benefit derives ^rom the 
particular form which the establishn^j^t of a CEF takes. 

The community sociologist argues for community viability in 
terms of local ability to cope with local problems. Communities 
should have the ability to determine their Qwn economic fates to 
the greatest degree possible. Absentee control presumably 
decreases this ability and Jjaves communities in the hands of 
national or at least extra local actors. The ability to solve local 



prol^letns js a fyncUort of local resource! consisting of capital, . 
knowledge, and the capacity to mobilize these resources. The last . 
factor is most important as capital sitthlg'in hanks and mattresses 
or knowledge or how to obtain federal funds, arc of little use with- 
• out the ability. to draw on these resources and use them effectively. 
The iisc of resources rMuires a supply of human energy ftnd the 
ability 'to coordinate effort. Without organizational skills and an 
organizational basis for action, little is accomplished. : 

Organizational capacity is a critical element in political conflict 
at all levels, from local decision making through interest group 
efforts to Influence legislatures to revolutions. Influencing' 
community decisions requires an organizational basis of power 
from which to mobilize population. Laumann and Pappi (1976) 
show the importance (^f elite-organizational connections in the 
German community they studied^ and Grain, Katz, and. Rosenthal 
(1968) provide evidence of the importance of organized intcfests in 
fluoridation controversies. 

Current interest in a resource mobilization approach to social 
movements is more to the point. Organizations are required for 
"mobilizing supporters, neutralizing and/or transforming mass 
and elite publics into sympathizers, achicvinj(^change in targets" 
(McCarthy and Zaid, 1977: 1217). Revolutions apparently result^ 
not only from high levels of discontent (which always exist), but 
also from the ewstence of organizations which may b^ used to 
mobilize population resources (Ober^chall, 1973). The infrastruc- 
ture of organizational relationships controls the ability of a social 
unit such as a comgiunity or political interest to act. \ 

As a result, a community with few organizational units or a 
number of organizations controlled outside, the commui^ity will 
lose the ability to act i« its Own behalf. Low levels of 
organizational capacity wbula make community action to save a 
threalened plant nriqre difficult, but when the effort has been 
made, as in the establishment of a CEF, new relationships have 
been created and orgartlzational capacity increased. Thus, the 
successful moWlization effort, leaves the community in a better 
position to handle fut^ire crises in terms of knowledge/ skills and 
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the ability to mobilize resources. The creation of a CEF may 
produce an increase in social welfare without cost to the economic 
side. / » 

Conclusion "f- 

The theoretical perspective proposed here suggc^sts that the 
traditional unalterable trade-off between economic and social 
^ ^ welfare bears reexaminatioi^and that CEFs may provide an 
opportunity to move the output of benefits to a higher product 
transformation curve. The discussion is still largely theoretical, 
but it provides one possible answer to Micnelso^'s argument that 
cpmmunUy-based economic development requires a framework^ 
^hd language which permits con^munities to explain why the 
community should be the basis of economic activity. Local control 
through CEFs mdy result in: (J) better information regarding 
investment opportunities; (2) the consideration of social ic(\$t$;^ 
(3) increased productivity; and (4) improved ability of the 
community to meet future crises. * | 

s At the same time, the traditional trade-off view has developed 
evidence supporting the notion that plant closings reflect correct 
mariyt reactions to changes in taste, technology and production 
(;v»IH|^nd that in the long run, society is better off by leaving 
economic change to occur unencumbered. Even if market failures 
exist, correcting them could represent cmly minor^, fine tuning of 
the capital market and scarcely merit afrtention. Social costs are 
handled b^ society and> given time, the social system adjusts. 

\Though the cost-benefit analysis addresses many of thetee 
questions, it is impossible for a single case study to resolve all 9f 
the points raised in the discussion. Such questions are only 
resolvable by society's expressions of preferences for economic 
and social goods through the political process a nd in dividualN 
yA, choices. What this cost-Wntfit analysis does is give an example of 
* Which factors cart be considered, what metljodology Is appropriate 
for evaluating them, and wh^t conclusions may be drawn 
re|;arding the specific events in the Mohawk Valley.^ 
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Cost-Beiiefit ^ 




Analysii^ Economjc 



In this chapter, comitipnity-em^loy purchase of firtns^^ a 
means \o .maintain ana\ creaje jobs, is evalnated through a 
cost-benefit analysis of the Mohawk VaHey ^Community 
Gqrporation purchas^ of the^ittrary Bureau. The criterion in this 
form of eyaliiation is Vvhether'or not the ratio of benefits to costs, 
aUk ^riSt the time of the purchase decision, i^reater than one. 

Cost-benefit analysis generaHy requires consideration of the 

;ill 




fejlWble alternative i^burses of a<^on.. Two-basic alternatives wil 
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3, \ tejIKSble alternative courses ot a^io 
y ' be analyzed here: c ^ 

f (1) purchase and. operaticrftNjf the plant under cpr^iww^^ 

community-crrmtoyee^ownershi . ^^N.--^ 

(2) compiefe shutdowirtf the Library Bureau, as planned hv thf ^■ 

Sperry Rand Corporation. 1^ • 

• / ^ ^ ' ' 

No other alternatives were likelV. There were no of her prospective 

buyi^s with sufficient resourocs. p 

The costs and benefits are estimated for a five-year p^iod troxn • 
the date of purchase. Though the^ivc^year^eriod is somewhat 
arbitrary, it also reflects the possibility th^-Ahe community will 
sell tts finartciaj interests ii^ the compatfy after Weral years. 
Within the fiela of community economici(f cievelojpment, a 
developing strategy in declining area^ is th6 governmental or 
quasi-governn\pntal organization of an enterprise which is sold 
once it has attained viahfility— that is, a/*spin-6fr* approach. In 

. , 117 ^ 

I ■ . 

\ 



the i5articiilansas« df tHi^^ Stock Ownership 

Plan hi^ been instityted which; may eventually buy many . 
shares now held by the cbhununity at Jarge rather than bohe 
employees.-. V « .' . w > . <* 

Tlt^ is no assurance that sugh^g stock transfer will occur, but 
this assjimption fcntails a'Sfiirther dif/efentiation between 4he , 
pvaiuluion of this f>artrcular case and the sttnation m which the ,' 
-aistributio^^ofslraresis fixed by the organidfcfoii^ charter. When 
distributions of Ownership are fiXed.Hsce LOhg,- 1^78), the CJSF ^ 
remains indefinitely owned jointly bythe communtqr in genfcr^l, as^, 
well as the employees. Such an ' arrangement' may be quite\ 
important because manx of the relative advantages of a CEF 
acci-ue in the loi^g^term. For example, a CEF faced^ith the noed^ 
to make a new allocation of capital locally or elsewhere is more' 
likely to invest locally and maintain community jobs;because Of 
ithe basic congruence of interests between corporation and. 
conimunity. In quantifiable cost terms, a long term view increases* 
the favorability of a CEF because the hest^^'purchpsc cost is* 
incurred early, wheretis the expectation is that the bcrtejpts yi(iU 
accrue as long as the company survives. Howevpr, the long term . 
effects (beyond five yearsHre not considerpd^in this par^of the 
evaluation. .A relatively short time period i$ used because ^f the 
doubtfulness of predicting the success of enterprlses»subject to the 
market, and the intention of providing a conservative estiniate of 

benefits relative^ costs. , * 

' » ' , .-, " ■ < ■ 

The analysis assumes l^at the? feasibility studies completed 
during the decision to purchase the 1irm> are an accurate 
representation of the expected value^ of the financial stream of 
benefits^ac\:ruing from the continued operation of the plant unijcf ^ 
the MVCC. It is not the intention of the present study to perform a 



1. *Trcliminary Information for Proposal to Purchase. Library Bureau division of 
Spcrry Rind Corporation/* Moval ManAgemoni Corporation^ March^Jl, 1976. mirnro; 
and Economic* Developmerit Administration loan application documents/ J upe 24, 197)5, 
jnimeo. ^ v /^^^X. * 

• 2. The expected value is obtained by assigning probabilities to the^jpossiblf ^ringe of 
benefits and obtaining a weighted average as the benefit' figure. This procedure afto makes 
An adjustment for the perceived riskiness of the project, - * * 
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fulUscale (^nveri^onalfepsifoilily study ohhe Arm. Such^i^^ is 
an pb^ous first step for ' communities and/or employees 
considering a plapt acqui^tion, but thd tcithniques are jquitje well 
koQwn and do not require rcpetitioh here, the feasibility 
evaluation is taken a^ a stepping bfif p^nt and the Co^^'bcRCfit 
ahalysis of the Acquisition is made: frbm aq anconventi^yftil 
vi^oint— that of the '<5omm«mty. Consecjuehtly* the pttsepta^ 
tioft of costs lind benefitS/are soihewhat different from the U$ual^ 
form|it.v An elaboration ol the^/nodificatiohs required in the 
traditional approach to costs ami benefits appears in Appendix. A 

to this chapter. * . - , . > . 

♦ 'f, ■„ ■ . ■ •/ .■ ■ • 

Much of this analysis relie* upon eommunity "economic base 
theory," a model commonly" used by community and regional 
development ec<Jinomis)is.. This theory posits that ^ community's 
economic coriditionis^paFticularly contingent up6n1tS.'**b|isic" or 
••export" industrie»(e.g., Dnncan and Reissj 1956), that is, those 
v^ich market tHeir products outside the community. The 
development effects of manufacturing ifiauiitries are especially 
emphasized, but ohier community employment and income 
sbufces, including agricultui'al establishments, military bases, and^ 
transfer payments, may -be part of the base. Early literttufe 
(Weimer^and Hoyt, 1939) concentrated on establishing ratios of 
. basic to non-basic, or service sector employment'and hicome using 
only static analysis. Recently, researchers have emphasized 
differential "effects of segments of the base within a dynamic 
framework (y/eiis and Ciooding» 1%8; Garnick', 1970). 

■ , « * . ^ 

The aims of the theory are the effect of a change in economic 
base on the proyisiorf of services in the area. The effects are 
categopizeti &s direct, that is those immediately associ&ted ^vith the 
ch&n^in thcccongmic^seflwof^rec^ the immediate interindustry 
. linka^ejcffects, and induced, the Second and. subsequent rounds of 
effects. ' ' « ' 

This analysis treat^ the likely dir(fct and indirect community loss 
ot wage and satafy incomef^and the estimated loss of income from 
tocally-supplied raw materials, resulting frOm a Library Bureau 
shutdown, as a decrease in the community's base-related Income. 



The estimated. losse$ in these items^ which wel'e avbided thrQvigh < 
the CEF are shown as. benefits in table S-1. The lo$iSe^ ^o\ild |iUo ^ 
haye>^ had hegatiye induced effects, and tlve estimate of * 
avoided induced Ib^s is also shown as a benefit. Further discussion 
of Ate model behind these estimates is giVen in the. list of U^efits; 
which follows and in Appendiji A to this chapter. 

Costs and benefits are asse$sed from the tVitwpoint of the^ 
'community* because we regard it as the ^edSion makihg lentity 
primarily relevant to creating employment through thtf develop-, 
ment of G$Fs. Other possible, levels of analysfs whidh could be 
used include thb societal, the governmental, and the individual. A 
societal viewpoint is the traditional ideal because it would include 
thee/fects on all persons in'soc^ty, rather than just, a subsection. 
An evaluation from the view of the federal government is of*^ 
relevance because plant shutdown costs of increasecl social servicJ^ 
payments, lost tax payments, increased support of local 
governments, etc. may be incurred "at this leyel, and because 
communities are likely to look for federal help to develop CEFs. 
Individuals faced with job loss due to shu^owns heed to assess 
whether their resources arc better allocatcdSo. saving their' jobs 
through a CEF or to alternatives such as relocatidn, retraining or 
savinigs. However, this unique strategij' is directed toward 
community V^elfare and must first be^ evaluated £rom that 
.perspective. Other actors in the socjal . system (government, 
individuals) must also evaluate this strategy in accordance with 
their own interests. 

■ j> • " 

The analysis presented in this chapter is based upon the set of 

assumptiont^regarding relevant factors, estimated values, and 

discount rate! which seems most plausible. However, a variety of 

estimates must be made and there is jittle opportunity to test their ' 

precision except within some range of values.»The5ensitiviey of the 



3; Community is dcHncd In both territorial and functional term*. Territorially, if'i* the 
inhabitants of the coniigupus towns of Herkimer. Mohawk. Ilion, and the village of 
Herkimer. An additional criterion of sifnificant functional ties enabled the inclusion of 
firm employees not resident iq the above community and farmers and loggers who provl&e 
the nrin's maln^aw material and operate In the hlntfrlands of Herkimer (see chapter 2). 
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^evaluatl^^ vai^tions in the range of values a factor mliy^ke ift 
conside^d\n aSwarate analysis pr«ented ^fter the main results. 

A discouflt rkie of 6 percent i^sed in the m^in text, an4 results 
are also shoWfof 3 percent and IS percent rates in the se isitivity 
analysis. A discount rate is ap()lied in cost-benefit analysis )ec«^se 
people gcn<»ally prefer income now rather than latijr* For 
example, benefits of a project received in the future must be 
reduced to their perceived worth to the decision maker at tne time 
the decision is being riiade. The benefits are discounted toUheir 
present value using a rate which reflects the opportunity cost to^e 
decision maker if the funds were invested in^ the * next be^ 
alternative » The choice of a 6 percent r^te and th^ method of 
dealing with price changes are discussed more fully in Appendix 
A: tti^ brief, constant prices and a discount rate adjusted for 
expectations of inflation wer^ used. ' t 

The analysis is done as if the community had undertaken it at 
the time of the shutdown threat. Pasing calculations and 
judgments upon information available and conditions prevailifQ^ 
at that time provides an illustration of how other communities 
might carry out such a study. The beginning date for the five-year 
evaluation period V August 1, 1976. 

The cost and benefit factors in the whole evaluation are 
categorized as either (1) economic; or (2) **social,'' that is, 
psychological, psychop%siological, sociological,^ and political.'^ 
^The econom'ic results covered in this^chapter are presented as 
^ follows: (a) quantified, (monetarily valued) benefits; (b) quanti-' 
fied costs; (c) non-qukntified benefits; and (d) non-quantified 
costs. 



4. The term "i^ociar* is not fully sadsfaclory because, in the cos^benefil analysis 
lileraiyre, i( cuMomarily refers (o taking a national or society viewpoint. However, the only 
apparent alternative, *'non-economic/* has the connotation that these factors are in a 
sul^-category and of lesser significrflce. An empha/^s of this study is that evaluations such 

this must give full significlince to factors beyond the ecohomie. Consequently, "sociar^ 
will be used here, despite its deficiencies. The national perspective is referred to here<«by 
employing the tarm "societal/* 
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The quantified benefits and costs a{;e symmarized in tables 5-1 ^ 
and 5^3. As previously discussed, the results show the present 
value oif the costs and beitefits from the viewpoint of the 
• community over a five-year period using a 6 percent rate pf 
di^bunt. The present values have been calculated «s if all cost and 
benefit payments after the initial date occur in lump sums at the 
end of each of the five yearly periods. This procedure aids 
calculations and, as all items are treated consistenUy* will not 
substantially affect the relative magnftudes/ of the * costs and 
benefits.Grs^t, Ireson, and Leavenworth's (1976) ^andardtext on 
cost-benefit analysis argued that complet^ precision is unnecessary 
as long as an accurate representation is provided of the cpsts and 
benefits, especially when significant factors in the decisibn making 
are not reducible to monetary values. 

The wage a^id salary estimates have been adjusted for federpll 
and state income tax payments and social security deductions. 
Twenty percent was deducted from the rwages projected for 
MVCC lower level employees and ;25 percent for top management.- 
Roughly proportional lower reductions were made in the estimates 
of the incomes forifier Library Bureau employees would have 
obtained ifthc^plant had^een closed. Similar adjustments were 
maiie for other persons whose wage incomes would have been 
' directly affected by a shutdown. 

Quantified EcoNdMic Benefits 

Direct and S^iilar^ Iiicoii\e 

Jhe difference bctwe^ an estimate of the wage and salary 
income stream of the MVCC employees, given that the company 
operates as predicted, and the income stream of the former 
Library Bureau employees, if the plartt Had shut down, was 
calculated. The total represents the avoided loss to the community 
of the wage and salary income, i.e., a benefit. 

The MVCC income stream was estimated using the September 
1976 employment and wage ai^d salary levels its bases, and 
assuming a 5 pe^ent rise pe|^\year in each. The September 1976 




local (employment 'vvfas 2^. $<ued on detidN payroU Uiformitlp^ 
made avaijli^bfie. a 1976 mean jfiUiDial ^^V^}^^^ j^jS^j^^ 
computed for 240 of th« einployeei. The meu ani||QMry'leVel . 
for 10 top managemdnt'was calculated to be $20;li6H&9pe peon 
wages and salaries are adjusted .downward to accouipl for. the 
portion of them which flow 6ut of the commuiiity t^ Income ta^ 
and social security deductions. ''^ ^ 

The income stream if the plant had not continued through 
communityi<employee ownership was much more cOmplidited to 
calculate. Information on the probable labor market experience of 
terminated Library Bureau employees Was obtained from federal 
and New York State Department of Labor reports pertinent to the 
Utica-Rbme SMS^market> Sunday editions of a major local 
newspaper for thib-Septemb^r 197<HSeptember 1977 period were 
scanned tp ascertain job openings not notified to the Department 
of Labor. .Current MVCC employees werc.surveycd to establish if 
they were aware of ^ny local job openings in the woodworking 
industry at the time of the proposed plant shutdown^ and to 
estimate the likelihood that a worker expected to have to move 
away from the community. > 

The extensive labor economics literature on plant closures 
(summarized in Haber« Ferman and Hudson, 1963 and Holen, 
1976) was reviewed to aid the estimate. Using this informiition v 
plus knowledge of the skill, tcinure, and demographic characteris- 
tics of the ^plbyees, and the technology and size of the backlog 
orders of the firm, estimates were made of the likely labor market 
experiences of former Library Bureau employees. Six majqr 
employee subgroups were used, primarily categorized according to 
occupational group and date of termination, in addition to, a, 
projectioira the likely experiences within each subgroup; These, 
estimates formed the basis of the projected income stream into the 

5. labor Arta Summary (formrly Manpdwtr Review), January 1973tSepteniber I»t8, 
Vol. n No, 1-Vol. n No. 9; JOBFLO: A Report on Demand Occupations, Vtka-Rome. 
AuiUit \9V\ Applicants and OpeningSi Utica-Rome Metropolitan Area. May \^\ Hiring 
Specifications. New York State, May 1977, pp. 79-91; Bmptoykent and Earnings, 
S«ptefnbeM976-Scptcmbcr 1977; Characteristics of the Insured (/nemploynl, Utica-Rome 
^'/<i*ifi April-June 1977. 
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community if the plant had closed. The likelihood of obtaining 
unemployment insurance benefits, pensions, social sei:urity 
payments, withdrawing frotii the workforce, and rcilocating were 
all taken into account. 

Unlike a study utilizing a societal orv governmental level of 
analysis, unemployment insurance benefits and social security 
payments were not treated as a loss resulting from the plant 
closure. From a community point of view, such benefits and 
payments are a positive addition to its income stream when 
employees become unemployed or retire. Conversely, the. income 
that persons forced to relocate -by the plant closure would have 
received in the community if it had not shut down is regarded as a 
loss. Different levels of analysis can reverse these treathients or 
1 disregard them as being only transfer effects. 

In present value terms adjusted for taxes and deductionst the 
total wage and salary income obtj^ined within the community by 
^' the MVCC emjiloyees if the plant continues operationsiis expected 
(direct MVCC income) is $8,788,853. The comparable figure if the 
plant h^d closed and the former Library Bureau employees had to 
obtain income through alternative employment or other means 
(direct non-MVCC income) is $5,616,731. The difference between 
these is $3,172,122, and this is the amount entered into table 5*1 as 
a benefit. The non-MVCC direct income represents a 36. percent 
loss compared to continued , operation of the plant Under 
community-employee ownership. 

Sixty-three percent of the estimated direct wage and salary 
income4oss of $3,172,122 is a result of the relocation of 57 persons 

u outside the community. The other portion of the loss is the 
decreased income suffered by the persons who remained and 
became unemployed, were employed at lower wage rates, 
withdrew from the workforce, or retired early relying upon 
pensions and social security benefits. The average income loss for 
these former employees who remained in the community is 
aipproximately 17 percent. This aggregate figure mask; wide 
variations. For example, the calculations assume that the younger^ 

, prbfessional employees who remain suffer little or no income loss. 
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. whereas many . of the older workers with few skills or 
industry-speciric skij[l^ incur looses in the ran^e of 30 percent. 

The calculations .a(re illustrated using^^tlie^Mjnskilled and . 
semi-skilled production workertas an example. Based primarily 
on knowledge of the firm's technology and amount of backlog at 

* the time of the shutdown announcement* 32 unskilled and 8 
semi-skilled, relatively low tenure younger emplpyees, would have 
been terminated ^ at the beginning of August, 1976. Utilizing 
Department of Labor statistics on the conditibns in the local labor , 

* market, the economic literature on plant closures, and worker 
'^estimates which roughly confirm the figures, the following 

changes would occur: ^ '. 

(1) 10 terminated employees would leave the community; 

(2) 7 would have income of 4 weeks of unemployment ipurance 
(at $95.00 per week) and obtain employment for the 
remainder of the 5-year evaluation period at a wage level 10 
percent lower than they would have obtained if the MVCC 
maintained their jobs (s percent overall loss Compkred to 
MVCC income stream); 

(3) 13 would receive 26 weeks of unemployment insurance and 
have wage losses in' their jobs of 10 percent relative to the 
MVCC (7 percent loss); \ 

(4) 10 would have 52 weeks of unemploymei\ insurance and 
experience 15 ptrcent relative wage losses (13 percent loss). 

The assumed relative wage losses take into account (1) the 
common occurrence of terminated employees experiencing several 
temporary jobs before being able to obtain steady income; (2)^ 
downward adjustment to recognize the higher riskiness and thus, 
lower expected value of the chances of former Library Bureau 
employees obtaining . employment through the labor market 
cpmpared to the riskinfess of the alternative MVCC income; (3) the 
Week-long waiting period(s) experienced before unemployment 
insurance payments can be obtained; and (4) increased commuting 
tosts for those who do not relocate, but are forced to work outside 
the community. 
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Similar calculations were pcrforjfhcd for other subgroups but 
different conditions were assumed for some subgroups and 
sei^ions of subgroups* For example, it was assumed that a lower 
proportion of the older, blue-collar employees would relocate, 
Vompared to the group just described, but a higher proportion of 
top management and professional personnel would leave. Further 
details are given in Appendix B. The sensitivity analysis which 
foUcj^ws presents results Xismg alternative assumptions for these 
calculations* ^ 

Indirect Income 

The MVCC's loan application to the Economic Developmient 
Acfministration states ttl|tt 36 local jobs would be directly affected 
by a Library Bureau shutdown— 15 in sawmills, IS in logging 
crews, 3 security guards, and 3 cleaners. These figures assume that 
the lumber industry is able to largely adjust and find new markets, 
but dods experience some downturn. Consequently, the calcula- 
tions are made under the assumption that 10 jobs are eliminated as 
a direct result of the LB shutdown. If this occurred, and these 
workers had similar unemployment and reemployment experi- 
ences as the former LB workers, the community would have 
sustained a loss of $112,873, in present value ternis over the five 
years. 

i 

Local Purchases of Raw Materials ^ 

This item is comprised of the likely avoided losses related to the 
plant's purchases of locally obtained logs and sawn lumber. 
Approximately $625,000 is paid out locally to Ibgging crews who 
obudn the wood under contracts with farmers, and lumber yards 
wlff^urchase wood locally through direct contracts with fari^rs. 

Though loss of income to logging crews has been counted, the 
loss of the Library Bureau's ^purchases would have depleted the 
Income of local farmers and lumber merchants. There are other 
industrial wood-users in the vicinity, but they would not have 
increased demand to compensate for the LB closure, and the 
competitors of LB are too distant from HerJcimer to dir<;ptly 



replaqe the lost demand.' Infoiwation f rom the compahy 8tt||^ts 
that only the clqsc vicinity of the plant made Wood-seHiQg 
economically sensible for farmers who generally have only small 
stocks of lumber. ' 'S 

V Nevertheless, lumber idealers assunie that some iha^ket for thfl 
wood could have been found, especially if lower prices were 
accepted and higher transportation costs absorbed. A 20 percent 
loss is estimated over the evaluation period compared to 
maintaining the plant through a CEF. (The Sensitivity analysis 
assumes a 10 percent loss.) 

Other Local Purchases 

The company estimates that $50,000 per year is spent locally on 
construction and maintenance work, advertising, office materials, 
vehicles, and other minor purchases. Eighty percent of this has 
been included as an avoided tosS. The underlying assumption is 
that these procurements can only be sold locally and that their 
only substitutes are other locally produced and sold goods, rather 
than goods which are imports from the community viewpoint. If 
the sellers to the LB lowered their prices subsequent to 
shutdown, and the presumed increase in volume sold enabled them 
to recoiipjhcir losses, the shift in market constitutes a transfer of 
'community income to purchases of these goods instead of others 
sold by the community. That is, the loss has simply been > 
transferred. 

"^Induced Income * , ♦ 

Economic bftse theory suggests that a^change in a community's 
expojct-relatcd i6mployment and income will have a direct 
multiplier effect. A plant closure depletes a cdnmiunity's stock of 
jobs ev^ if tho^e workers directly affected are able to be 
reemployed. A type of "bumpmg-down" process occurs. The 
effect is reduced by ••leakages" "in the form of relocations, 
workforce withdrawals, and switches from community to 
non-community jobs, but is still substantial, especially in a 
community where the supply of jobs is stagnant or even declining. 

i - .7 ■ : : ; . 
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For cj^ample, Workers first entering the labor force are more likely 
to leave the commiuhity and women who might otherwise have 
joined, the workforce do not do so. There, is a net loss in 
community employment. 

The decline in export income also ha^ effects tlirough lowering 
sales of service firms and of "second round'* and subsequent 
suppliers (i.e., beyond those showh in the abo^ sections as dir^t 
and indirect effects). The induced income item estimates the 
cumultive effects of these processes. As rated previously, a 
description of this model and its application to the analysis is 
provided in Appendix A. 

Nel Value of xLets 

Ab additional item is included to account for the^possibility that 
community owners may sell the plaht to a non-community owner 
aften five years. The benefit realized at that point is valued by 
estimating the market price obtaitiable for the enterprise less the 
cost of the .EDA and bank loans still payable.The price paid to 
Sperry Rand by the community is the best estimate of the market 
price obtainable, that is, $4,663,000. This figure assumes that the 
disbeneTit to be deducted is the amount which would have been 
paid if the buyer took over the same loan payments. This is the 
most likely^ XKcurrence. The reasoning behind treating loans 
payable as a^iSibenefit rather than a cost and the results using the 
latter alternative are shown in the sensitivity analysis. Concern 
over the interest of community members in relinquishing [local 
control is considered in chapter 9. / 

\ J \ 

The six economic benefits detailed above are summarized in the 
following table. 




PiCMBtValiie^ 



3,172,122 



Indirect income ..... . ... ....... . . . . . .... 112,873 

. Local purchases of raw materials . ...i - 526,300 

Other .local procurements . . . 168,480 ' 



Shareholders Equity 

The MVGC first Annual Report states that the company had 
raised net proceeds of $1,584,452 from the sale of short term notes 



Bureau. Using the economist's concept of opportunity cost, the 
true cost of this outlay tQ the community is the income which it 
foregoes through this' amount being invested in the MVCC. If it is 
assumed that the comqiunity would have obtained a return from 
this sum at a 12 percent per annum rate, then the cost of this 
outlay is $950,671 over the five years, or $800,845 in present value 
terms. The sensitivity analysis presents results utilizing a 
soniewhat higher opportunity cost. , 

vAcqubition Campaign Expenses 

Community businessmen donated approximately $ 1 5 ,000 into a 
fund designated as a '.'War Chest," to provide working capital for 
the campaign to save'the plant. The Herkimer County Legislature 
Proceedings for 1976 reports that the executive director of the 
Mohawk Valley. Economic Development District, Inc. requested 
an extra $3^000 funding for his organization due to unusual co^ts 
resulting from the campaign to save the Library Bureau. 
Descriptions of the community drive to obtain the acquisition note 
many meetings and communications of local businessmen, 
politicians, and othef influential persons, as well as much 



Total 



Induced income . . 
Net value of assets 



1,057,46$ 
1,933,825 

6,971,266 



and^ common stock to enable 
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.vdlunlary work by uni^it. officers and company executives and 
their wives. A soniewhat arwtiwy valuation of $2,000 is placed on 
this activity. The totail campaign costs are thus estimated to bie. 
$^0,000. 



\ 



Again, using the concept of opportunity cost And an alternative 
Veturn of 12 percent, the real cost to the community of the, 
Oampaign is $1Q,019 in present value- 



Loans 

A total of $3.6 million was obtained through four promissory 
nojes held by the Economic Development Administration and two 
banks in Utica. The yearly amounts of principal and interest 
payaple over five years was calculated and converted into present 
valueis. These economic costs of the planf purchase are 
summarized in table 5^2. . - 



Table 5-2 ^ 
Quantified Economic Costs 



Costs 



Present Vslue 



Shareholaers equity 
yVcquisition campaign expenses 
( Loans . 

Total 



$ "800,845 
10,108 
2,250,016 

$3,060,969 



The ratio of the jlenef its -and tosts covered above is given in 
table 5-3. It shows that (in present value terms) the benefits total 
of $6,971,266 is more than twice the costs fkure of $3,060,969. 



U4j 



^ TiiMtm ■■■■■ '.'.C.' 

Comiitrlioii oCQBaatlfled Economic Bwcflti iwd. Coiti 



\ Pfwent Value 

' .Beneflls' ' ■ .$ . ' 



Direct wageand salary income. . t « • • • • • 3,172,122 

Indirect income 1 12,873 

Locai purchases of raw materials 526,500 

Other local procurements . ... ..... .4. ..... . 168,480 

Induce^ncome 1,057,466 

Net valuc of assets . . /. . 1,933,825 

> Total ..................... 6,971,266 

■ ; \ ■ ■. ■ Present Value 

Costs $ 



Shareholders equity y..\. 800,845 

Acquisition campaign expenses 10,108 

i Loans . . 2,250,0^6 

Total... 3,060,969 



BenefitiCost Ratio. 2.28:1 , 



SpNsmviTY Analysis . . 

■ _ . ■ . ■ <« 

The aim of this additional analysis is to show how alterations in 
major and problematic parameters can change the cosi^benefit 
results. One such parameter is the discount rate. Results follow 
which arfl^ derived using 3 percent and 15 percent rales, as well as 

the 6 percent rate chosen as the best estimate. • . 

■. ■» ^ 

There are aihultitude of conceivable, permutations of (this* 
analysis for which benefit-cost ratios could be obtained. However, 
the aim of sensitivity analysis, unless being used to compare across 
separate projects, is to establish whether the ratio becomes less 
than unity within a plausible range of Variation in the project's 
components. This analysis presents results of » theoretical "worst 
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case" estimation. That is, the most unfavorable figures frorti the 
viewpoint of finding a ratio favorable to the CEF alternative are 
-used. This estimatiotl employs the lower bound assumptions 
regarding benefits and the highest possible estimates with respect 
to costs. Within this format, the use of parameter values between 
those of the most Vikety case and the worst case values is only 
required if a benefit-cost ratio of less than 1 was found, in the 
worst case;, no such ratio was found. 

The; analyses also assume that the loans payable itefh Is a cost, 
rather than a disbenefit, as in the main texj; elaboration follows 
the table. • 



Table 5-4 
Sensitivity Analysis 







Discount Rates 




Assumed Cases 


3% 




15% 


1. Most likely case 


2. 19: 


1 2 . 28 : 1 


2 . 23 : 1 


2. Loans payable as a cost 


1 .73: 


1 1.85:1 


1 .%: 1 


3. Worst case 


1 .34: 


1 1.41:1 


1 .48: 1 
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Most Likely Case 

This is simply the same analysis as^^iven in the main text except 
that the resplts using 3 percen|-mfd 15 percent discount rates 
throughout are also shown. 

( Loa^s Payable as a Cost 

The classification of loans payable as a disbenefit was made 
through interpolation of the rule-of-fhumb that outlays by. the 
entity implementing a project are costs, whereas benefit-reducing 
effects borne by the general public are treated as disbenefits. 
Classification in this case is complicated by the high overlap 
between the operating'entity and the general public. Lowering tiie 
final "salvage value" benefit by the amount of loans payable is* 
different from counting costs incurred initially or during current 




opertUbni. of the plant under g>mmunity-^mpl<^ ownerahip. 
. Jteoqi^zii^ that choice dabatat>le, tKe rltloi 'iir^nted 
employ tha alternative cIMfication, with all else* reihiining 

Wont.Caaa- ' ■ ' ^ ■■ 

Forthiai analysis, minimized estimates of benefits, and 
nubumi2e3 estimate of costs were calculated. As one aspect of 
this a((iustmeQt» the likely post-shutdown experiences of the 
I former tB employees were seen in the most optimistic light 
justifiable, lowering the relative benefit of the CEF alternative. By 
lowering the assumed lengths of unemployment spells, etc., the 
total community losis for the 40 worker^terminated in September, 
i976 was decreased, in present value terms, at a 6 percent discount* 
^rate, •^from $442;257 to $350,460. Fot tlie 10 maprtber top 
management group^he worst case (for the purchase) assises that 
only 2 would leave the community subsequent to closure, that 6 
would be able to obtain ldoa|#bs providing the same income, and 
that '2 others would also obtain lo0U jobs, but with 20 percent 
income losses o^rall. In the main text' casc^the numbers assumed 
were 6, 3, and 1, respectively (for^ reasons which are given in 
Appendix A)^ The worst case assumptions regarding top 
nianagem^ht result iri a benefit of $147,274, compared to the most 

likely case amount of $302,779 (using the 6 peitent discount rate). 

"'.'.■"■''/ , 
. Similar downward adjustments in wage and salary benefits of 
the CE^ were made for other directly and indirectly affected 
employificnt. Lumber sellf rl were able to replace 90 percent of t|)e 
export-related Income pifevibufly obtained throiyh the Library 
Bureau, compared to the earlier' assumption of w perqint. The 
reMacement, proportion for the other procurements item was 
increased froni^ 20 perctint to 40 percent. ^ . 

^ iiii estimated sale price of the firm at the end of the evaluation 
Hpd remains unchanged in this analysis. Th^s figure is a best 
estimate for which an alternative projection wo)ikl be too 
arbitrary, as the only c^ta available is the previous sale price. The 
^ worst case continues to treat the loans payable as a cpst rather 
.ihan a disbenefit as in the main text. / ^. 
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fke induced income benefit wm calcUUted employlni the lamt 
mod^l, but with a ireitly reduced^port-lnooihe 4top miiiuiinf 
the.^xogenous change, This xeiultM in loweriiHi th* ii^uced 
benefit by 44.'Rerceht. " •■■^ 

the coit figures were increased by usumlni the equity; and 
campaign-related/esources had an opportunity cpst equal ix> thoie 
resources obtaining a 1 S percent return in alternative uieii 
compared to the 12 percent earlier iised. llie cost 6f l(Muii already 
paid is actuat—not estimated-^and is unchanged in' (ti^ ahllyiis. 
The costs side in this case is substantially increaied by including 
Iqans payable. - 

•NoN-QuANTuno Economic BBNamv 
* ■ ■ . " ;•. ( ■■ " ■' \\'.- ■ ■ ' ■■■ 

: This section inqludes economic effects whidvwere not able to , be 
quantified within^ the scope of t)ie study. The lack of 
quantification in no way diminishes their significance to the' 
evaluation. Qn the contrary, the benefits analyzed here regarding 
local taxes and, especially, the gain in community control of Its 
economic base are of major commdHlty significance. 

• ^ ' 

Property tax BencflU ^ ■'■ 

One lilcely result oNh^ closure is. a reduction iA the real estate 
taxes paid to the village for the land and buildings of the closed * 
down plant. However, a preoise acCountin'g of thts loss is quite 
difficult. Despite the closure, Sperry Rand would^ stil|\nitially 
have been liable for the same taxes. The taxes are based on the 
assessed value of the land and buildings and whether or not a 
business is operating, ts, in thrary, irrelevant. There may even be a 
short term gain to the community government. Revenue wbulVbe 
the same with fewer people and lower' demand, for soro^iervices. 

Nevertheless, iii general, a cessation of operations in a large old 
plant in an economically depressed legion is likely to lead to low^ 
tax revenue from the property. , ; , 

There are several ways in which this can occur, A confparable 
case is provided by the shutdown several years earlier of another 




old woodworklni compaby in thi» viUage of HtfKimfr. th« 
^Standard D^k CompAny ftctory.In that ciie, thd bompioy mad* 
an asreement to i>4y otily y^on of iti tax UabUity (10 ^mtm in 
the first y^ar of i^e aMpSiV ^u*^^ 0^^^ poor financial 
c3hditioiL Paybcnts (xfturrcd for two^ws (fi»N yW» 1973-75) 
but then^tandhrd Nik wai uhahle to continue, ahd the property 
became owned by the local indtistrial deV^opmeht Agency. 
Property owndo by th^ agency ii tax exempt. The site and building 
have remained unused over the past few years. 

This type of process is common in depressed areas with little lor 
ho growth and few, if any, buyers. The polar example Ms 
commercial building and housing abindpnment in ghftto areatr- 
Admittedly, complete abandonment is unlikely in Herkimer, 
although there are examples in the region in the nearby city pf 
Little Falls. Sperry Rand would not want the adverse publicity of 
an abandoniment and is completely capable of maintaining tax 
payments. However, the corporation is unlikely to'be content with, 
continuing outlays when the property has ceased to provide 
income. ; 

Whitman and Schmidt (1966) have published a case study guide 
to appropiiate corporate policy for plant relocations. They suggest 
that a preferable move in a case such as this is to sell the property 
to the community at a bargain price or evei^ give it away; They 
mention^ tax loss advantages and a pu^c relations gain. The 
community obtains a properly, but it'.represents a loss If the 
property is placed in a tax exempt category or it sits unsold and 
undeveloped. Even if a buyer is found or some other form of 
.developin^nt occurs, niw businesses in such situations are 
regularly given tax breaks. 

The sproblem of tax'ixemptions on property Is Important to 
communities such as Herkimer. InJ977, the total assessed value of 
property in the viUage was $27,893,743, but exemptions ^tailed to 
$14,663,347.* Th^ resulting tax base Is only 47 percent 6f the total 
assessmen^. The (varying) exemptions the village Is dbllged to give 



.6. Initrview with PillcUi Grirfcti. Clerk of the Village of Herkimer. 



Mm those, for property owiid<l by 16(^, itat« iwd Merd 
tovcrnnu^ti; tdhdoli, Vetenuis, (rtterntl and church orgiuiiia* 
Uona, Hiridrtier County rnduitriit Developmenir/^ency; Penn- 
Central IuairoM.irtd the Hom*$ of dUieh^ 
The loM of" revenue^produolns pro|^rties, iuch ai the Standard \ 
Desk or the' Library Bureau, Is a cnidal component of the 
shrinklni tax base often discussed with regard to oomrhunities in 
the Northeast, , • ■ 

If, instead of the property revcrtini to the yillaie in some 
manner. Sperry sold the machinery and other equipment' (as it 
intended), and sold the property separately, it would have been for 
a low price. The low value placed on lit by the market would 
encourage a request for lowered assessment. If the property had 
simply been left over the- five-year iieri^d of tWs analysis, thcii 
vandalism.and other deterioratirti would havd occurred resulting 
in lower property tax revenue. Tiltcomplex options prevent any 
adequate estimate of tHc property tax Joss to the village. 
I^fevertheless, some cost waslike^ and ha$ been i^voided by saving 
the plant. ' 

Plant closure also has substantial impact on property taxes 
^collected by the village because of forced migration and other 
lowered cpmmffnity direct income effects. However, transferred 
effects remainimportant. Net out-migration would havs^ lowered > 
village property tax collections by the amount these emigrants 
would have paid (all else being equW), This loss is not an ( 
additional loss (6 the comihunity beyond the m<j|ration-related 
direct income los^ because the local tax payments arie only a 
transfer o^community income; 



Those who remained and suffered direct income Vosses woulJ 
also suffer bosses in the value of their hOusiiig over the dve-ytii 
period because the economy of the area was unlikely to grow. The 
demand for new homes andjiicentives for home improvement 
would be likely to Recline and^actdal deterioration could occur, 
the effects may ' have produced some laiid or housing 
abandonment or an inability to meet the tax obligations. The 
minimum likely effect is a lower rate of growth in assessed value of 
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" ''7 ■ /-v/ ■ -i ''r^<:-:' ' ■7"' '^^ /-r ' :■ ' l':-^ 

5'^"*"*uiiit3p)i'operty owned l>y thol^ (Urectiy affbctc^* In cd^tri^^^^ 
' the community jnem ^^^^^^ V 

hi$h6r taxes. toW^ tax coUeiciions becauie 6f a)>aii4onmimtt or :V 
; lower'asie89mentS;imi)Ue9 lower services or liicreaMd rates. Either 
, imposes a cost pn persons not directly affected by tlie |httt(iown. ' 
However, this is not an Additional cost in cost-beiiefit aiiMilysis 
terms. The increased payments or lowered services suffered by 
those not dir^tly affected represent a <spreading of the direct 
income loss already included. 

• . .. ■ ■ " • • • ■ ; • ■ . : 

A similar argument applies in . principle to property tax 

payments to the school district. Both have the same tax assessment 

basis* byt the school system is- subject to different regulations and 

the process of loss differs^ In addition, state aid, which provides 

, ^3 percent of the district's estimated revenues, for 1977«78, is 

primarily based on weighted daily average attendance. If a plant 

closure results in pupil 4oss, then less state aid is received, a 

producing^ a Community income loss. Fewer students means less 

demand for services, but school systems generally have fixed costs 

which cannot be quicldy adjusted downward because of lower 

revenues. Of course, the situation is actually more complex;\For 

example, New Yoric State had a "hold-safe'* law under-which'i^o 

school district could obtain less state aid than in the previous year. „ 

However, this law has now been changed in the face of declining 

enrollments, and other states do not have such guarantees. The 

complexities again prevent confident estimate of real losses^ 

Nevertheless, the general observation that poorer are^s with 

declining and weak tax bases generally have lower quality school 

systems can be applied. The community avoided costs to its school 

system through sailing the plant with community-employee 

ownershijv^ 

• • . ■ . » . - . ■ ■ . ■> ■ ' 

Planning Hepefiti 

Because the LB will remain ih the community and greater 
information is now locally available on its operation, local 
development agenbiei and governments have received the 
substantial benefit of iriiprOved planning capabilities. Community 
, investments in infrastructure are generally long term, and 
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mis-cstimatcs can be very costly. An example within the same * 
SMSA is the city of Rome's allocation of resources for a new road 
and educational facilities under the assumption that the nearby 
air force base would maintain approximately the same workforce. 
, When a major cutback was unexpectedly announced, one 
objection of the city was that its infrastrudturai Investment would 
be wasted. To the extent that community coniro)) of its economic 
base enables better projections of service requirements, the CEFs 
provide ^n additional fiscal benefit to the c(Anmunity. 

Similar considerations apply to individual planning. Obviously, 
the likelihood of certain jobs being available is crucial to 
individual decision making regarding investments in skills, 
home-buying, etc. All such long term choices are less likely to go 
awry the mpre reliably future employment can be predicted. 

Economic Base Benefl^ts 

Previous sections evaluated benefits^y illustrating what might 
have, happened economically to the community if the plant had 
ceased operations. Studies pursuing the same approach have 
shown that, beyond the direct income loss effects, communities 
which experience permanent major losses of employment are 
afflicted, after /some lag, by a downward inultiplier effect. 
Complex chaini of negative interactions occur; for example, a 
plant closes, the community loses income and people, a dwindling 
population has to pay higher local tax rates or services decline, 
these latter occWrences result in more persons and firms leaving, 
the community Ibs^more income . . . and so on. Similar chains 
could be shown for otho" economic factors. In extreme cases, the 
community becomes a gh<^st town. More commonly, because of 
economic stabilizing and dcmnteracting forces (such as govern- 
ment transfers) and because tho-pebple affected by plant closures 
are generally immobile, the community stabilizes at a lower le^yel 
of welfare, rather than spiraling ever downward. Lantz (1971) 
'^reports that sweatshop-type industries developed after the coat 
mines declined in Coaltown, and similar developments occurred in \ 
lild textile mill towns In New England. After Sperry Rand closed 
its Univac plant it Utica in early 1977, the only local employer 
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\ offering tighificlnt nuin^i's of limilar jpbi >vu ndii^^ 

- paid Substantially liw0r^ than i^^ ma«hinisU i^nion-orfan^ i 

.•Unlvac.^::/---' ,\.. v ■ y-- ;:-v^^:' .y^^ 

AwareneiM of this proem of community (leGUn$ .ii^ co>min(m^ 
the problem is to stop it :or to obtaih the mcftn^ of iiuUustiiig the 
rate to /one in ii(iC0r4 with a fuU accbtinting of the costs and 
. benelfitf involved. A it^ajor/ benefit of a CEP is that it provides, a 
'■ means/by which a community ^n adjust the t^^^ of change of jts 
econohi|c institutions, in (Conformity ""wi^ the • comniunity*s 
preferences (alth3U|h still, of course* basically subject to market^ 
constraints^tiSooial and economic change may occur gradually and 
avoid some of the traumatic events of rapid changes. 

I NON-QUANTinED EcoNoiiic Costs ■ 

The ^gnificant economic costs of the CEF have been relatively ^ 
simple to identify in monetiiry term$;'lAnd the costs remaining are 
few. The single Aion-quantinable cost which analysts must 
coi|$ider is that thi community's economic future is now more 
crucially tied to the plant than, it was before. If the CEF is not a ' 
success, community savings as /Kvell as jobs have been lost. The 
consequences of this may be worse than the shutdown under 
normal conditions. The riskiness of having both job and savings » 
dei^ndent on an enterprise must be considered.* This especially 
Napplies to the employees where there is a high degree of employee 
ownership. Prominent union leader William Winpinsinger has 
identified this probleih as a major impediment to employee 
owriership, and most North American and European unions 
concur with this view.* Apart from this noteworthy issue, all 
major economic costs have been quantified. . 

7. Interview with deorge Joseph, former president dkthc (nternalignal Association of 
Machinists union local at the Univac plant, March IB, 1^8: 

8. Inclusion of this risk as a separate cost item can be' seen as doublv-counting. The 
riskiness of the project has already b«en taken into ac^unt in \\A income stream 
projections. However, because of the difficulty of estintatini riik and the m«)or 
importance of this ikue, it )|yas Jud|«d that this factor (e^uired eKplicil recognition. 

. However', the fear of workers losing everything in vain attempts to salvage non<vlal)le firms 
Is reduced by the CBF approach (compared to solely etnploye^ownerihip) because the 
investment and risk Ir spread conimu;tily>wide. \ . 

9. Interifiew with George Joseph. 
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Comparison qf Non-Quantified 
EcoNpiqc Benefits and Cost$ 



The community has made an important gain in its ability to 
control its economic future. It has also avoided fiirther erosion of 
the tax base. Community anf|' emt^loyee share-buyers risked 
resources, but the risk was a calculaW one. 

The inability to quantify these factors precludes a definitiye 
conclusion. Nevertheless, the bene%s discussed here appear to 
carry more weight than the One additional non-quantif!ed cost. 
Evaluating these factors, the community-employee decision to . 
purchase the Library Bureau was apparently correct^ 



• ■ .';l'A>P<l!n>lX:A ■ 

Xb«t«B8HftiAulyili Fowl iMflhQdolpiy 

The community of ipifroxiiHitely $1.6 milltdn niiiii- 
gained the income flow intb ifi^ cdrnmunity of thf flnii's totid >|ttei ; 
revenue. The bulk of this reyenuels distributed Idcjdiy' ind is 
shown itei|^ by item in the list of benefits (Aithough the beiAfi( 
figures theniselves are actually only the differences betwe^ th^ 
maintained benefits and what these income; flows would be 
withQut the CEP); This Ust of benefits does not account for all the 
distribution of revenue, and allocation^ to hpn-local beneficiaries 
take most of the remainder. Examples of suchi items al% the 
principal and interest payments on the loans, whichkre hicluded )n 
the list of costs, payments to a non-local utility comp4ny» 
corporate taxes paid to governments outside the conuiiunity, and 
salaries paid to non-local employees, aU of which are excluded 
from the table of cost items. ' 

A more conventional feasibility study would list these [atter 
three items as costs, and also show the sales revenue on the credit 
side. However, the aim of this study and the form of presentation 
are designed to highlight the costs and benefits to the local 
community. Consequently, many non-local debits against the 
gross sales revenue benefit need not be shown. Instead, all CEP 
community income inflows and outflows not listed in the 
co^t-benefit table , are treiated^ as internal operations of the firin 
which will cancel out except for some small residuaUunless the 
firm brejaks even). This residual is not estimated because it is 
subject to too many unknowns (including accounting decisions 
within the firm) and is unlikely to be of a size ^ich would 
. significantly afftKit the cbst-bei^flt analysis results. 

Conceptually, this residual affects the net value of the assets 
item. This item is a type of residual benefit obtained at the end of 
the evaluation period, generally called "scrap value" or "salvage 
value" in the language of cost-beneflt analysis. If the internal 
^operations residual is positive (as suggested by the local feasibility 
study), the calculations underestimate the benefh's of the CEP 
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because this residual is not added onto the assets, and vice versa. 
The calculations shown implicitly assume' that the interaal 
operations debits and credits not presented in the cost-benefit 
tfible have a break-even result. - ' 

• Discount Rate 

The 6 percent rate Employed is designed4to account for 
inflation, Howe |(1971 : 55) notes that there are two ways of dealing 
. I with future^ptice changes in cost-benefit analysts. One is 1& predict 
all relevant price changes and use a market rate qfU^nterest as a 
discount rate. It is assumed th^t the market rates are adjusted 
upward in accord with persons' expectations regarding inflation. 
Alternatively, the analysis can use an as$un|ption of constant 
prices and a discount rate which )does not iiiclude an inflation 
component. For example, if it is<thouglyt that the relevant decision 
maker wants a 14 percent return, but this is partly because he/she 
expects 8 percent inflation, then a ^'reaP' discount rate of 6 
percent is appropriate. The latter alternative has been chosen here. 

Apart from the inflation rate, the desired rate of return 
applicable to the resources in this case is dependent on two 
opposing considerations. Firsts mOst of the money outlaid by the 
community would otherwise have gone into such items as 
consuqier durables, recreation, housing improvements, etc. 
Consumers, especially those with low- to mjdcfle-leyeHficomes, are 
generally thought to have a high degree of preference for 
^satisfactions now rather than later. This implies that a high rate of 
return should be applied. 

Opposing this view is information from participants in the 
share-selling campaign. They suggest that many buyers saw their 
outlay akin to a donation for the general welfare of ttte 
community, and expected little or no return.. (Reportedly, some Of 
the money was even musty, as if it had been stored away unused.) ^ 
Reinforcing this understanding of the outlays in the information 
provided stockholders that, under the provisions of the MVCC 
loan agreements with the two banks, dividends wotild not bb 
declared until the 'loans were repaid (up to seven and a half years). 
' This inl^ormation suggests a low desired rate of return. 
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the inflation tktfi mu about 9 peroqnt in 1076; but that wai 
historically highi ftnd the mmmunit^p^tion ma^ baen 
for a slightly^lpwer rate. ■ ■ :'; ' x. ••'^ ; ■:■'!■;■;: 

Taking the above points into account, a desired r«tei»f return of 
12 percent and a 6 perctnt inflation rate would be apjpncabtei tiil 
thus a 6 percent discount rate applies, \ - 

Induced Income 

The measured shutdown impact partly reflects econdniic base 
and multiplier theory. This literature has concentrjited on 
processes Of economic growthv; There is a dearth of relevant 
literature related to community^decline» ^ith the exception of the 
effects of military base .'closures (Lynch, 1^70; Ud^, 1973). 
Ho\i^ver, liilthough community decline is ' not sunply the 
symmetrical opposite of growtnWhe prbcesses are similar and base 
theory findings can be utilized. 

This analysis felies explicitly on the worK^ of Park (1970), who 
related monthly base changes to employment and statistically 
distinguished between interindustry and induced effect$, and 
McNulty (1977), who obtained income multipliers for six segments 
~of'the base for seven different time periods. The former author 
emiloyed^datl from the St. Louis SMSA; the latter used . 
infdtmatipn from 41 SMSAs in the southeastern United States. / 

Th(f induced loss pccurs through employment and incomj 
effects. With respect to emj^loyment, the literature on plant 
closures (in the field of labor economics) has mainly concentrated 
' on losses sustained by the workers directly affected. This approach 
underestimates negative effects. In Herkimer, many employees 
terminated by the Library Bureau would not have fared too badly, 
looking just at 5{:ononiic factors, the calculations attsume that 
many former LB worker^ would have obtained other jobs through 
migrating, commuting, or local opportunities which entailed 
either little .or no loss of income. However, where former LB 
epiployees obtained positions which would otherwise have been 
filled by other community members, the losses to these latter 
workers n^d to be takfn into account. A bumping-down process 
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woul4 have occurred, resulting in those at the end of the job^iieue 
not obtaining (^ployment. Plant c\oi}XTt means a rundown of the 
community's stbck of jobs, a matter especially crucial where there 
is no offsetting inward flow. This situation }s common in relatively 
static or declining areas such as Herkimer. 

The closure-related loss of income results in a do^Vnturn of sales 
in the non-basic sector and a consequent fall in income beyotid the 
initial decline. Community economic base theory attempts to 
quantify, albeit crudely, these multiple induced effects. 

There is considerable debate in the literature on the size of 
multipliers, the factors affecting their size, the appropriate time 
lag, the long-run and short-run effects, and other specific points 
of the theory. The literature in this area i^ggests a time lag of one 
year and an induced ^ect after /pur years equal to an income ^ 
multiplier of 1.8. This model was applied to the yearly drops in 
base sector income which were projected to <Kcur subsequent to a 
shutdown. . .* . 

For example, in the first year of the evaluation period (in 
constant dollars) the community would have experienced an 
estimated loss of export sectoi' wage' and ylary fticome of 
$665,965, a drop in lumber sales of $125,000, a drop in other 
purchases directly linked to the LB value/ at $40,000. The 
multiplier of 1 .8 was applied to this total exogenous income 
decline of $830,%5 to show that after four y^rs the community 
would have experienced an income loss, beyond the initial decline, 
of $664,772. To obtain present values, this induced loss was 
apportioned between the four years, in accofdancfe with the results 
oflMcNulty (1977). 

The export income declines for other years of the evaluation . 
period were treated in the same manner, except, of coursejJli^Lthc^ 
reduced effect is calculated for a shorter time because of the 
period cut-off at five years. FoV instance, the base income loss in 
the fourth year iscalciilated to h^^ve only a small ($62,271) induced 
impact both becatise it only has one year in which to operate and 
because within McNulty's model the short term multiplier is 
minimal. \ 

\ ^ • / 




/".*.•■ '''ApraNbix.&." 
Labor Marxbt ExPiMBNCBs 

The proposed closure of the Library Bureau withbi one year was 
announced by Sperry on March 29, 1976. At that time the LB 
employed 276 perionnel. Sperry intended to imihediately 
terminate the 2^ field sales representatives, who were scattered, 
throughout the country. As the emphasis of this study is On the 
community, that is Herkimer and surroundings, the unemploy- 
ment experience of the salA force is not estimated. This [eaves the 
^!^0 persons eniployed actually in Herkimer. TRb bl\ie-ioUar, the 
wliHe-collar, and the management groups are examined in turn. 

BlueoWworkcn ^ 

The f irm'normally operated with a six month ^o two year time 
lag between o^i^ers taken and the expected deliver^.Nln March 1976 
there was a backlog of orders worth $8,01 1,000; which should be 
compared with the'^sual yearly sates of around $12 million. The 
enterprise normally keeps large stocks of disassembled standard 
library furniture Comp<>nents which would have been drawn on 
and not replenished. HoWeyer, the components still need to be 
assembled and much of the production consists of non-standard 
items. The technology involvesVstage by stagie integrated process. 
Even in the ^rst stage of the p^roduction process, immediate 
layoffs would have been unlikelV because the minimal, kiln 
capacity did not allow a substantial backlog<iof raw material to be 
es^blished. (The firm expanded its kiln capiacity in 1977.) 

The usual blue-collar workforce df about 159 men would have 
been maintamed for six months. After that point the analysis 
assumes that an initial sharp drop in the workforce would havci 
occij^ (September 1976), involving 40 of the lowest seniority 
men^in^ihe early and relatively peripheral parts of. the production 
process, these are younger men, employed in the lesser skilled 
jobs i^uch a^ lumber handler, packer, cleaner, and stock clerk. 

This hypothetical shutdown schedule further assumes that 34 
' wbuld have^been terminated in December 1976, and that the 
remaining 63 bliie-coUar workers all would have lost their jobs in 
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. ■"■ .. ■ ■;. \^ ■■ ■ " ■ 

February 1977. These groupi \of terminations^ wouW lui ve In- 
^ yolved, in general, men of successively higher age and skill leveU. ; 

• " WMte-CollarWor|(crl/ ■ '.■ . > ■.. ' • . ;■/ ■■>: * 

; ::With respect to'thr9HvhiteH:ollar,nonYWgem^^^ 
(indudiiig 37 women), the staff ihvolvec^ia^narketing, design, 
__i)irder^taking, ancl some less vitaLadrninistrative functionl^woiUd' 
quickly be elimihated-^9 in SepWmW, 197^. These would h^ve 
been abi^ut half women, primarily general office clerks. 

Top Management „ ' V • 

■ ■ ^ ■ — « . »• . 

The projections assume^that the ten persons classified as top 
management kept their positions until the closure. ^ , 

Asiumcd Sehcdule ofTcrmlnations ^ V. . 

Appendix table B-1 below shows the LB workforce, at the time 
of the proposed closing, divided into occupational ^d $kilf>levd 
groups) The figures are based oh pai^roll data provided by the 
CQmpany. , 

.>ui*r-^ Table B-l * . ' .■' 

Llbral^BuiWatieupatlonal and SklU4<vel Groups ^ 

1. Blue-collar ^ 
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Unskilled 
Semi^illed 



4 



Skilled , , . 






Foremen 








, 159 




2. White-collar 






Office clerical 


57 




Technicians 


9 




Professionals 


4 


f 


Sagei^visors 


. 11 










3. Top management 


• 10 


\ 



f 



Total 250 



' A pltiiill^le MtlDuit^ of the i^Ndttle of emploVe#,ie^ 
*i - ofthe b«cklo|of ordffi. tlM t0ehiioio|y» 



TtmiMtlOM ScCididc - 



'1. Blue-collar . 




September 1976 ; 




December 1976 




Febrimry 1977 




,:^hiteiolUr 




^ ' September 197^ 


49 ' 


f ' * February 1977 


32 


. 3. Top Management' 


> 


February 1977 


10 







Labor market effects are apparent when the data are rearranged 
chronologically. 

TaMeB-3 
Termination Sciieduie - Ciironological 
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— H ' 


1. September 1976 




^ Unskilled blue-collar ; ' * 


32 


^mi-'skilled blue-collar 


8 


" Whit#.caUar 


. ^49 . 


2. E)ecember 1S76 




S^i-skilled blue-collar 




3. February 1977 . 




Skilled blue-collar 


58 


Foremen 


7" ' 


White-collar 


. . -32 - 


, Top management 


10 

— i — --.^-v — ^ 




» ■ ? ^ 
^ ' •••• • 
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iintmploym^t eitpy<iice of th< Lp dl ijrtoy ^ hid thit plfiii b«tii i 
diosedii projected. ■ ):■■, ' •■' '\. ■■-'^ ; vv'v.'.'^;v -V--^ • 



The two miin aveiiuet to be^fottowed lis thU aisesiment irie 
areA-speci^c diu for the local hibor market, and the acadeitiic 
. literature on plahv shutdowns. Federal and state Department of 
(^bor information 6n the Utica^RomeSMSA imd iu subft<^ 
allows'a detailed picture of the labor market w^ich faced former .. 
LB employees and other affected workers. We scann^ Sunday i 
edition^ Qf a mi^or local newspaper which provided data on job I 

. openings not reported to the liepi^rtment of Labor. A survey of 
current M VCC employees ascertained knowledge of woodworking 
'industry openings at the i time of the proposed closure and 
estimates of the belief that local jobs were unavailable. Seventeen 
studies of plant shutdowns between 1929 andl961 are summarized 
in The impact of Tecknologicat Chihgtsf^ 
Hudson, \ 963),* aQd anoder seventeen recent studies condensed in 
L<^es to Workers Displaced by Plant Closure or Layoff i A 

, Surv^ of the Literature (Holcn, 1976). Both studies we're used to ^ 
proj^t labor market experiences. 

DfKilptloiiof thelJtica-Romf LtlMrjMi^^^ ^ 

The Utica-Rome SMSA labor market oyer the perffcd in which 
the LB workers would have become unemployed was dismal* The ' 
■ ' Department of Labor (DOL) data are a litany of record lows in ^ 



10. Vlicu'komt Labor Am Summary^ (formerly Manpowtr Review), Jinutry 
1973 Scptemlier imiJOBFLO: A Hfp^rlon Deniund CktUiHtiions, Utica-Rome, Aupuit^ 
1977; Apf^ifunm and Opentngs, Viicti l((me'MttnfpoHm^ Am: May myv HMHt 
Specifiatiions. New rm Swe, May 1991, ppu 79*'9I; AnnUiti Ptanhint Report^ Fiml 
Year 1978, VlicS-Rome Labor Area, June 1977; Emplpyment and BamlniS, Septetnber 
1976-Stptcrmb^r 1977; Emomic Profile, Herkimer County, New York, Fall 1973. As 
noted in chapter J,' the, relevant labor market ii coniidere^ lo be whofe SMSA. 
Twenty-el|h( percent df the Herkimer County labor force commuted to Oneidil County 
(primarily Uilca) in 1970. . 
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tflmptloyment opiNDttunittei. total employment tverafed '1 13,200 
in 1976. 5,800 below 1974 and a record low ilnoe the data Mriei 
began in 1970. the maihiifacturing pay roiters Were'3O,p00 in 
1976, a record low in the datf seriee begun, }n 195$* aiiid a 30 
per^nt drop 9ii^ 1969| In 1976, the durables goodi tibctdr of 
manwacturing had droipiid 34 percent in Average employment 
(10,900^ jobs) compand to 1969, and Vthe non-durablei 
emptoyment was at a record low. In February 1*977^ the predicted 
month^f most LB terminations, manufacturing jobs were at their 
lowest monthly tptal since the current data series began in 19SB*. 

The unemployment rate in the SMSA in February 19^7 was 12.4 
percem. The area's mean 1976 rate Was ro.5 percent (ran^e of 
10.0-11.9 percent) and the 1977 rate was 9.7 percent (7.3-12.6 
percent). The 1976 average quit rate was 0.7 per hundred 
employees—the lowest in the decade. The ailing condition of the 
Ubor market was exacerbated by the shutdown of a Utica plant in 
the Univac division of Sperry Rand, in early 1977! About SOO 
workers were terminated in January and another 700 over the next 
two months. Many of these workers are similar to the LB 
employees with regard to age and skill and would have been 
competing with them directly. 

The local economy was slow to recover from the recent 
recession and in 1978, employment opportunities were only 
slightly improved compared to the record loss in 1976-77. One 
year after the postulated February 1977(shutdown date*' total 
non-agricultural employment in the S^ISA had only risen 6 
percent.' Manufacturing employment in this period increased only 
1,900 jobs, still far beldw' 1974 and ^late 1960s levels (but an 
improvement nonetheless). In February 1978, the rate of 
unemployment (not seasonally adjusted) in the SMSA was 8.6 
percent and 9.7 percent in Herkimer County:" A national 
recession, widely predicted for 1979, is likely to have a 
proportionately worse eiffect on the Utica-I^ome area. 

The understanding of tt^ likely labor market experience of 
former LB and other affected workers was also developed through 

1 1 . Utita^Romf LaiH}r Am Summary, 2» 4. iy78» p. 4» table I . ^ 



examination of more diuggregated data/|^or example, the 
Ap(>licant9 and Openings source, referred to previouily, shows 
that during the October 1, 1976-March31, 1977 period there were 
8,340 perso^ns registered for Work in the occupational groups of 
processing, ihachUie trades, bench work, structural work, and 
miscellaneous (truck drivers, service station attendants, pack- 
agers, etc.) compared to 1,366 openings notified to the SX)L for 
these occupations. This is a ratio of 1:3.32 and the DOL. suggests 
that occupations with a ratio of 1:2 or above have a substantial 
surplus of labor. (This source also provided data on prevailing 
wage rates.) 

The examination of the job opportunities advertis^ through 
thf local newspaper revealed very few openings related to the 
woodworking skills possessed Jby the LB production employees. 
For lesser-skilled employees, jobs with acceptable wages and 
conditions were unavailable. White^cojlar employees would fare 
somewhat better, especially tachnicians and those with profes- 
sional skills. However, the overall and occupation-specific^ di|ta 
sources indicated a substantial oversupply for white-tollar 
employees, especially clerical workers. In line with these findingi, 
the survey of current MVCC emplovees was consMKA with these 
assessments because it showed very^ittle knowledle of alternative 
job opportQtlities if the plant had closed. . f. 

I 

Findings of Previons Research / 

Ijn formation from the relevant academic literature suggests that 
laid-Off LB employees would have had substantial problems in 
gaining reemploymient, suffered wage rate reductions, and 
incurred bther losses. For example, Jacobson (1973) finds that 
earnings losses due to a 3 percent employment decline are 6^ 
percent higher if incurred after a period of decreasing employment 
rather than, after a^riod of increasing or stable employment. 
Other studies similarly find the state of the labor market crucial, 
often outweighing the effects of demographic and skill variables 
(Shultz and Weber, 1966; Haber, Ferman and Hudson, 1%3). 
Small communities are especially sensitive to these effects 
(Levinson, 19<^). 



; iTicLBwork^s wduldhtveb^ 

shirjng uie 0tmuMivf ttftQtt pi t^e loiii ttriil decline in 
! NprthiwaL «nd eiMciiUy Uttci-kome whtett wm liin^ eroded 

by th^ cfcUcal recessionary downturn Which wm it hi wprit 
• through "975-76. That ii, M well as fa(:ing nd growth in 

employniint opportunities arid Very few peiiiQn« voliihtArily 

leaving th^ir jobs, they would have had to compete for scarce jobs ' 

with a ialrke number of people who had already been MnemployiMl 

for substantial periods. 

The latior economics literature on job lott silows widely varying 
subsequent uriemploymerit rates, but it teqds to project abjput 20 
percent unemployment ' one year later. Although the median 
duration of unemployment tends to be short (less than 10 weeks in 
Miernyk's study of textile workers, 1955), a number of studies 
report substantial numbers with extremely long duratlohS, up to 
and exceeding a year (Bureau of Labor Statistics, 1964; ShiUtOnd 
Webster, 1966; Toiles, 1966). Most studies show th^if wo/kers who 
are older, more tenured, less educated, less skilled, and female 
.tend to suffer .the greatest losses, Thew grpups tend to find 

. reemployment more difficult and have Iwgcr income reductions. 

..The Indications 'from both the labor inarket information and 
comparable academic studies, suggest that a large number, of LB 
workers; would experience long term unemploymen^;a|id suffer 
substantial wage and other tosses. 

' 1 

"t The Assumed Conditions. 

Based on this information, as well as knowledge of the skill, 
tenure, and demographic Characteristics of the employees, and 

' ^ te<ihnological and size of backlog considerations, the labor market 
. experience of displaced LB workers was Simulated, The conditions 

^ assumed for the cost-benefit analysis provided in the main text are 
as follows: » 

Thirty-two Unskilled and Eight Semi-Skilled Employees , 
Terminated September, 1976 ^ ^ 

» 

^ , 1) 10 terminated employees kye the community immediately 
aCter the closure; \ *: 
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: 7) 7 employees htvt.nn income of 4' weeks of i^neinploymeot ' 
insurAice^(at %95.C0 per week) ind obtidn eiMploymeiit for 
U)e remainder of the ^-year evaluatfon period i» a Wage level 
of 10 percent lower than they had at their LB jobs; ^ - 

3) 13 receive 26 Weeks UI and have wa^e losses in their jobs of 
10 percent relative to the LB; 

4) le receive 52 weeks Ul and experience 15 per^t relative 
wage losses. ^ ■ ^ ■ 

Fifty-four Semi-smed Employees 
Terminated December, 1976 

1) 10 leave the community immediately;, 
. 2) 44 receive 39 weeks UI and obtain jobs entailing'a 15 percent 
drop in wage income. 

Sixty-five Skilled Employees 

Terminated February, 1977 ^ 

1) (0 leave the community; 

2) is receive Ul for 52 weeks, then one year with a pension (25 
years service assumed), and subsequently the pension plus 
social security payments; ' 

3) 30 people obtaih Ul for 60 weeks, and then have jobs at a 20 
percent lo,>ver wage. 

Forty-nine White-Collar 
Terminated September, 1976 

1) 9 leave the community; - " . . 

2) 11 experience one year UI, one year- pension only (eleven 
^ years service assumed), and the remainder pension plus social 

security; . ,. 

3) 13 have 52 >yeeks Ul and then withdraw from ihe workforce; 

4) 16are paid unemployment insurance Tor 26 weeks and obtain 
jobs with a 10 percent relative wage loss. 

a- ■ ■ 

Thirty-two White-Collar 
Terminated February, 1977 

1) 12 leave the community; 

2) 15 experience 30 weeks Ul and a 10 percent wage, loss; 
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3) S obtain S2 weeks UI, 30 weeks of a pension only (11 years 
service) and the remainder obtain sociiil security as well as a 
pension* 

Ten Top Management 

Terminated February, 1977 * 

1) 6 leave the community; 

2) 3 obtain local jobs at the same pay; 

3) 1 obtains a local job but with a 20 percent drop in salary, 

Thes|Mi$sumptions are oi[ily gross approximations. They are 
estimaTes of average labor market experience ovjcr the five-year 
evaluation period. For example, it is as'surned that a subgroup will 
receive 39 weeks of UI, but this assumption docs not suggest that 
workers wil) necessarily have a long continuous peribd. of 
unemployment after the shutdown. The common occurrence for 
displaced workers is to have several jobs before an adequate one 
can be found, and thus have several spells of unemployment. The 
39 weeks figurp is an estimate of the total of these spells. (This 
implies th^t different Ul pay scales should be used for later 
linemployment periods. The difficulties of doing so outweigh the 
benefits.) 

Another example is that the percent relative wage loss estimates 
not only express likelihoods of different pay scales but also factors 
such as increased commuting cQSts and periods of not working and 
not obtaining UI. 

Despite their hypothetical nfiture, the assumed conditions are 
being realistic, or even understated as representations of the likely 
labor market experiences of former LB and other, affected 
workers, and the consequent community income loss. 

f 
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Cost-Bendfit 
Analysis: Social 



Because techniques of social accounting are relatively undevel- 
oped, the social elements of the cost-benefit analysis arc 
particularly problematic. The difficulty is exacerbated by the 
insistence of administrators, policy makers, and many economic 
analysts that monetary values be attached to important factors in 
the analysis. Otherwise, determination of mental, physical, and 
social pathology could be measured by counting changes in the 
incidence of such behaviors. The^i^issues are far less critical in the 
particular case of the Mohawk Valley because the economic 
analysis produces a ratio favorable to the CEF strategy. Had the 
-results been ambiguous or slightly opposed to the project, the 
social costs and benefits would be^itical. Because the CBf- 
strategy must be examined in a varje^y of community contexts, the 
analysis proceeds on the assumption that social factprs are as 
important to a decision on commur/ity strategy as economic ones. 

Social ByfeNEFiTS 

Avoided Costs 

Although most benefits again fall under the rubric of avoided 
costs, there are some which accrue through the action of 
mobilizing the community to meet the shutdown crisis. The 
'factors which are important to the analysis are both individual 
(psychological and physiological) and community (sociological 
and political) level. 
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. A substantial number of studies have confirmed the adverse 
individual effects of unemployment and havls focused cxpHcl|ly on 
the issue of plant shutdown. -Harvey Brenner's report, Estin^ting 
the Social Cdsts of National Economic Policy: Implications for 
Afental and Physical Health and Criminal Aggression (1976), 
cbmmissioncd by the Congressional Joint Economic Gommittec, 
is a comprehensive look at the social costs of unemployment, 
inflation, and pet- capita income. Using data covering the period 
from 1940 to the early 1970s, Brenner found relationships between 
economic changes and (I) gencrahtnortality, (2)' cirrhosis of the. 
liver, (3) suicide, (4) homicidl, (5) mental hospital admissions; 
(6) cardiovascular and renal disease mortality, and (7) imprison- 
ment. 

Of particular interest are the relationships between these social 
indicators and unemployment. In one cross-sectionaK national 
analysis he f*ound signiHcanH increases in all the measur/s of social 
pathology in relation to the 1 .4 percent increase in unemployment^^ 
which occurred in 1970. Table >1 shows the priportionate"* 
increases which appear in his regression models. \ 

Table61 ^ 

Impact of a 1.4 ^»crccnt Increase in Unemployment iri 1970 
Social Indicator Percent Change 

General mortality .". 2.7 

Suicide .5.7 

Mental hospital admission 4.7 

State prison' admission 5.6 

Homicide . . . 8.0 

Cirrhosis of the liver 2.7 

C|rdiovascular and ^ - 

. renal failure mortality 2.7 



Despite some statistical problems^n projecting these national 
estimates to tl^ city level. Policy and Management Associates 
(1978) have done so in estimating the impact of the closing of 
Youngstown Sheet and Tube on the Youngstown- Warren SMSA. 



With a Mohtfwk Valley population of only 30,0(X)/the JicM 
cla^ in tfiese social indicators was likely to hav^ been small, but 
neveithel«ks, the inij^eaiifd unemploymeht in an already dejpressed 
area, would have had a'^real cost.' 

■ « ■ • ■• ■ r ' • • ■ . . ■ ■ • ■ . • V.-. ■■ • • 

Considerable resbarch and anecdotal evidence -rc^nfinn 
Brenner's conclusiotis. Kasl, CObb and Brooks' '(19Wh^eld 
experiment examiii» two giroups of middle-aged men with stable 
work histories. One ^rOup consisting of i^ividuais who had lost 
their .jobs in a^ plan^ shutdown showed higher cholesterol and 
serum uric^ acid leVjcls than those who remained employed. 
Members di^ the laid («>ff groiip returned to pre-shutdown levels of 
bipod r chfeniistry bn^^ reemployed. Kasl and CejM> (1$70) 
reconfirm the'se results in another study using blood prVsure as a 
physiological mcasuj-e , and Cobb (1974) later shows that 
termination due to j)laht closing exacerbates chronic medical 
disorders. , . 

* Gate studies provide dramatic- rallying points for thosCsWho 
wish to show the iniportance of employment for mental health, 
but are even bore useful in illustrating the linkages between 
employment and social relationships. Strafige's (1977) in-depth 
interviews with 30 employees displaced by the closing of a 
chemical jpiant in a company town in Appalachia called Saltvilje 

. sho'^jir that the closure produced (1]( increased alcohgt consump- 
- tion,* (2) diminished appetite and weight loss, (3) ulcer develop- 

* hii?in|, (4) psychological withdrawal, (5) loss of self-confidence, 
j^i^VihlKlity to adjust to new work, (7) spcial isolation, (8) mid- 

■11 life^4rises,"''and (9) loss of sense of meaningful continuity to life. 

; ^ :::|bwever. Strange finds social effects beyond these individual 
<,i ones. The loss of the interpersonal network provided by the shared- 
/; i Workplace fed bacK pntO Saltville's social structure in the form of" 
. .:|i!dcorea8ed-sei^(^f interpersonal trust and social control in the 
" town. He arises thjlt this occurrence, is comparable to kai 
1 Erikson'sifef^^ that a state of "collective trauma" 
^'^ existed 111 tfecbl^ remaining after the Buffalo Creek flood 
/disaster/ Erik^on argues that the flood resulted in "a blow to the 
^^'dtissuesrli^f social life that damages the bonds linking 'people 



together and impairs the prevailing sense of community** (quoted 
in Strange, 1977: 67). Strange saw the loss of the plant which had 
been the core of Saltville's existence for 75 years as a parallel form 
of disaster to the' flood. 

The steel plant layoffs in Youngstown have also been described 
in these terms, **Many of the victims . . . have experienced shock 
as severe as if they h^d be^n in a natural disaster/' (Policy and 
Management Associates, 1978: 82). Foltman's (1968) study irt' 
Buffalo uses the vocabulary of a cataclysmic disaster and a 
description of the Kasanof's Bakery closing in Boston discussed 
the feeling 6f **cdming home to find yom house burned down'* 
(Boston-Phoenix Observer, April 20, 1977), 

The catastrophe is the loss of community, of social relationships 
and of the central activity of ordinary lives. Work has a major 
impact on a variety of aspects of life beside individual mental and 
physical health (Meissner, 1971). Obviously, stress and mental 
heahh problems affect other relationships including family, social 
participation, and alienation. The Youngstown impact analysis 
argues th^t: 

The inactivity and boredom which often result from 
unemployment can lead to such hostile behavior as wife 
beating and child abuse. Indeed, an increased tendency 
toward marital conflict is viewed as a direct consequence 
of extended unemployment. Furthermore, numerous 
studies have shpwn inverse relationships between socio- 
economic status on the one hand' and divorce rates, 
desertions, and illegitin|Hk on the other (Policy and 
Management Associate^p|8: 83). 

In an examination of the economics of early child development; 
Fein points out that child-rearing conditions where parents are 
under stress, with disruptive, unstable family life are associated 
with: (1) reduced levels of intellectual functioning; (2) poor school 
performances; (3) social aggression; ^nd (4) intergroup conflict. 
She comments that ^^after 10 years of costly socio-educational 
programs we have yet to find an inexpensive, efficient reversal 
strategy'' (1976: 45). 



' A lecortd socW cost of unemploymem and plant, jhutdoWtts is 
the sQciftl disititegration which te^Us frbm rapid chAng^s siiph as l 
thbse which purkh^m associated with industrialization and 
V : urbimintion. Plant shutdowns aisrupt workers' lives without 
:^rmittii)g them the opportuni^ to control the ecfbnomic process; 
* ihey are treated as instruments of prpduction.''fhi8 form of 
. alieimtion is evident in Aiken, Ferman and Sheppard^ (1^) 
study of in autcfplant shutdown. Wdrker attitudes of alienatiqin 
f |ind pllitical ejitremism were increased^ the job loss^ 

t Tinally, social wiidrawal is a result of job loss. Crysdale's 
(1968) itudy of an electric plii^t in Canada notes the centraKty of 
' jobijl to social stability and self^idcntity . He finds that job loss and 
ci^sequent status loss result in, withdrawal . from secondary 
associations (church, clubs, etc.) and to either a^thy or extremes 
in political behavior. '^': \6 - ' ' 

Resujllll consistent with these were found by Pope (1964) 
-=thron|Hrtterviews with high seniorityi older blue-collar workers 
and few-income white-collar workers. He showed a significant " 
negative relationship between months unehiployed or laid off and 
, the l?ycl of formal and informal voluntary social participation. 

Clague,' et^ al., alsi^ noted what thpy termed "the growth of 
. anti-social attitudes" (1934: 112) subsequent to plant closure. 

Commuiilty Control Benefits * : 

These unmeasurable ayoided costs are not the only benefits 
^^which emerg(^rom the establishment of a C^,. i^^itive benefits ^ 
^^"^cur I'll two ways. First, control over the local* econoihic base is < 
returned -to the local community and Common interests are 
created. Second, the kct of mobilization to meet a community 
crisis creates/the integration, knowledge, and prganizational 
^/infrastructure needed to m^t futur^ crises*. ^ . 

' The benefits of a close community-industfy relatlpnshiD were" 
elaborated in discussions by Warner and Low (194^). The iiU^ests 
of industry find community coincide and mutual acconimodation 
occurs in problem solving. With absentee control, 4>olicies are 
'tfeeided^withOut local input and corporate policies often dictate 
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reduced inyolYement with-^loc^l banks, suppliers, diid consumers. 

Ohe siudy of this issue by Mills and Ulmer (1946) found that cities 

with small industries and stable employment displayed high levels 

of "civic spirit," educational opportunities and recreational 

facilities ' Walton (1968) showed that control from outside the 

'-community causes more conflictual local political structures and 

disrupts the local norms of political and social activity. 

' *' . ■ „ . 

The reinxegration of industrial and social life not only increases 

the accountability bf the firm to community interests, but afso 

leads (o the creation of collective interest itself. Jacob and 

Toscano's book on tl^integration of political communities asserts 

that "the essence of the integrative relationship is seen as collective 

action to promote mutiial interest" (1964;-5). Kanter finds the 

same prindple of communalfty in the Utopian communities she 

studied (1972). 

Reintegration and the creation of collective community interests 
are evident in the Mohawk Valley case. The **Save the Library 
Bureau^campaign was a clear .episode of collective action which 
created common interest in the face dT the potential disruption of 
the Sperry Rrnid decision tc^^shut down rather than sdl the plant; 
Community accountability is evident in the controversy over the 
decision to purchase the steel shelving plant outside the Valley and 
subsequent decisions to increase local employment as business 
expands. Further, common ownership led the workforce and 
mandgqment to meet a one month slack i^riod caused by the 
initial announced closing with an **across me board'' four-day 
work week rather than layoffs by seniority, "^^he seven mjffmber 
board of directors contains four outsiders, two of whom are 
community business reprejs6ntatives,> and Vone an Economic 
development officer* The Library Bureau is the topic of much 
interes; in the Mohawk VaU^y and its operations are followed 
through community newspal^s, •^bar roorn^ discussion,'* and 
dinner table conversation* ' - 

The second major benefit of the Community mobilization* to " 
purchase the, plant and community concern over its fate is of 
longer term and perhaps more significant consequence." The 
community has acted in a manner which €ount)fers the 
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contemporary trend toward absentee control of local economies 
and the resultant incapacity to deal wl^ community-crises. 

' . When Warren (1963)i fnd others described the changes in . 
American commuhlty structure which occurred sinee the 
. beginning of the TjOih lentury, they described the vertical 
" integration of communities into the overall system of economic ' 
production. Communities became linked into a system of 
interdependent relationships V^hich were, largely controlled by 
elements outside the community. These vertical linkages affected 
the relationships between elements within communities which were 
termed horizontal linkages. Comigiinity groups, local govern- , 
ments, and individuals became dependem upon community 
members whose allegiance lay outside the community. Depen- 
dence upon absentee controlled corporations destroyed the locally 
committed populations' ability to act' on its own. The weakening 
of horizontal linkages in Communities is analogous to the trained 
incapacity of some bureaucrats (Merton, 1968). When a new 
situation arises in which the extra local interests are either removed 
or disinterested, the local population cannot act. It has lost the 
infrastructure of organizations and skills which are needed to meet ^ 
cUlPrcnt needs. Walton (1968) hypothesized that greater vertical* 
tifes imply a smaller scope for local power groups and that 
coordinated community action is.mofe difficult. * 

Thus, Warren defines.community development as "a deliberate 
• and sustained attempt to strengthen the horizontal pattern of the 
community" and quotes Sanders' descrip^on of this development 
process as 

change from a condition where one or two people or a 
small elite within or without the focal commuhity make a . 
decision for the rest of the people to a condition where 
th^ people themselves make these decisions about 
matters of common concern; from a state of minimum 
to maximum cooperation; from a condition where few 
participate to one where many participate; from a 
cbndition where al) resources and specialists come from 
outside to one where local people make the most use of 
' their own resources (Warren, 1963: 324). 
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Federia goVemmerit policy which enoouri|nHh/M^ 
■ ' :' of local ccpnomic devdopmeht agencies partially develops iqca) 
organizational oipacity to act, but development agencies do not: 
particularly emphasize locally ([ontroiled busine^; A commiAity 
based effort toward cdihfflunity<^pioyee ownidrship cre)ites a 
different type of organizlkional development and capacity from 
that based on a developiQLent agency alone, V 

The events which occurred in th e purc hase of the Library 
Bureau are an instance of Warren's community development, The 
community pooled its resources to achieve a result not possible 
through relilnce upon outsiders. The community learning which 
took place through the change in ownership represents an increase 
in knowledge w^ch is as important a part of economic 
developmoit as creating an industrial park might be and is more 

important than having found another absentee buyer would have 
been. '^^ | 

When the Standard Desk Company closed several years earlier, 
the community had not had the capacityjp act. In the Library 
Bureau case, the organizational capacity of the community^as 
increased and knowledge of the mechanisms for obtaining 
government assistance was developed. Not only were the local 
economic development district and county ar^a development'' 
agency offices in place^ but there was a businessmen's assistance 
committee and a management consulting firm wjbich' studied the 
economic viability of the company and deyeip^ a fmancihg 
plan. Local entrepreneurial talent, whicl^ W been crucial to 
employee ownersnip efforts, was commitj|^to the project (Stern 
I and Hammer, 1978). The develop^iepf Wstei^t office isupplied • 
knowledge and resources for obtaininiii federal assistance and the 
business assistance committee raised funds for campaign costs. 
The business leaders developed a jPtind raising plan similar to that 
us^ in a United Fund dnve. The plan depended on the existence 
of organized groups in the community which could b^ mobilized 
for commitments of time and capitah In short, the organizational 
infrastructure of the community permitted the newly created 
organization, the Mohawk Valley Community Corporation, to 
raise the capital required for the plant purchase.. 

• ■ ■ ■ 'J 

* 



167 



The importance of community organizational capacity and the 
ability to mobilize resources is critical. It is the same capacity 
which is at the basis of social movements (McCarthy and Zald, 
1977) and revolutions (Oberschall, 1973). It is analogous to the 
organization which emerges in community disasters. The 
community both used its existing organizations and created new 
ones to accomplish the local purchase, and the mobilization 
experience has left critical residues. First there is the increased 
organizational capacity of the community; second, /the local; 
population developed confidence in local leaders and the Ability of 
the community to meet local crises; third, knowledge and skills for 
utilizing available government resources merged from the. 
experience. . . ^ 

Figure 6-1 pictures the model of community rpponsc to crisis 
through organizatioriar capacity. The result df the increased 
organizational capacity and mobilization skills of the community 
is its lessened vulnerability to decisions made primarily through 
means and according to criteria which can be crucially different 
frbm its own. The cpmmunity-empl6yee ownership of a vital 
segment of the local economic base and the action of obtaining 
that ownership, gives the community greater ability to deal with 
fluctuations in econom^: activity in the larger society. The local 
population is committed to continuity of local employment and it 
has developed the skills needed to help itself. While the 
community is still subject to the economic pressures of the market, 
. the increase in community autonomy and economic security is a 
clear benefit of the CEF strategy. 

We initially suggested that increased worker participatiort. in 
firm decision making was an additional benefit, partiQtil^rly in 
light of evidence provided 6y studies in the IJ*S. (Coijte and 
Tannenbaum, 1977), Israel (Melman, 1975), and Chile (Espinosa 
and Zimbalist, 1978). Participation presumably affects riot only 
production but also spills over to ^^itical and social a^qtivitics 
(Pateman. 1970). .| , 

However, the potential benefit of having a ra^re jjarnldipatory 
firm is another factot^ in which the theofetical possibilities 
associated with a CEF necil to be differei/iated from |the c^se 
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being studied. The MVCX: has retained a basically conventional 
day-to-day decision making process, although a higher degree of 
consultation, especially with the two union presidents, does occur. 
The integrative collective action to promote mutlial interests 
found so beneficial in the community during the acquisition 
campaigjMi^ not been continued into the everyday activity of the 
firm. This situation is not surprising, find a number of possible 
explanations exist. For a start, despite the change in the formal 
structure of the organization, patterns of behavior and attitudes 
learned under the previous structure tend to persist «ven after a 
change. Usual behavior and attitudes were to an extent put aside 
durinfl|the crisis atmosphere of the acquisition, but since then 
"busiTOSs as usual" has generallwrevailed. Whether other 
reasons exist beyond custohi andHrhether this situation is 
preferable, are separate issues from ^ decision to purchase the 
firm. 

William F. Whyte's examination of this and similar cases leads 
him to suggest that the apparent contradiction between ownership 
and decision making power will be transitory (1978). The local 
unions of the firm have begun to djgcuss the disparity between 
their ownership rights and actual inuuehce within the firm. Over 
the five-year period assumed in the evaluation, the community 
may yet be able to coynt increased employee participation in 
everyday decision makmg as a benefit. However, the uncertainty 
of this participation is such as to greatly discount its possibility as 
a benefit in this analysis. 

Social Costs 

■ > 

« 

The establishment of the CEF mcaifis that the economic base of 
the community changed ownership, but otherwise remained the 
same as before the threatened closing. So long as the. community 
has'not invested its resources in. an enterprise which is irrevocably 
headed for economic failure, social costs are very speculative if 
they actually exist at all. ' ) 

One possibility is that the community drew heavily on a limited 
supply of political infiuencc, which may be unavailable at some 

I* 
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period in the future. The workcrs*and residents appealed to all 
local politicians, their U.S. senators, and the governor. One U.S. 
senator in particular had to use considerable pressure to obtain 
Spcrry Rand's cooperation in the change of ownership. Such 
•actions are not without aos^ For the community, the use of its 
influence for the CEF may hinder obtaining a future objective, or 
a political debt may have to be repaid. ^ 

Allhough the theoretical discussion suggests ihe possible 
integrating effects of a CEF, there m^iy actually be more conflict 
in the community. Previously, the community, especi^H«unost of 
those working in the plant, were united against a commonexternal 
enemy. Deficiencies regarding the operation and conditions in the 
plant and its treatment of the community could previously be 
blamed on Sperry )land. Now that the community, is itself 
responsible, it has more .areas for dispute and* divisiveness, in a 
much less well-defmed situation. Both management and workers, 
and the firm and the community now have more reason for 
interaction, and this alone may lead (o conflicts (Coser, 1956). As 
Coser emphasizes, the conflict may have beneficial functions, but 
it is worth noting as a possible cost to the community. 

■ . y. 1 

The possibility of conflict may be exacerbated by various 
expectations having been raised through the change of^ ownership 
which, if not fulfilled, can lead to greater dissatisfaction than 
exists in more conventional firms. The whofe situation may result 
in stifess because of readjustment problems, a less deflned 
situation, more responsibility,, and increased |f*oup, pressure to 
perform. As. noted earlier, stress can have negative ^chological 
and psychophysiological effects. ■ . • 

At the present -time, however, these speculative costs seem 
outweighed b^^ the community and individual benefits of baying 
maintained the Library Bureau and placed it under local 
* ownership. 
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System Level Analysis 



This cost-benefit analysis began by violating the common 
practice of examining costs and benefits from an economy wide 
point of view. Often such a view presems an analysis from the 
perspective of governmental agencies designed to assist specific 
projects or from the relative costs and benefits to some mythical 
taxpayer. The community level analysis certainly shows that the 
CEF strategy was reason^le from the perspective of the towns in 
the Mohawk Valley, but the purchase required two million dollars 
in loan{from*the Econoirhic Development Administration. Is the 
benefit to the community a cost to the federal government or is it 
an investment which in turn provides the benefits of community 
survival, tax flows, and a stronger economy? 

Alternative Strategies for Government 
Assistance in Plant Closures 

The federal outlay must be evaluated in terms of alternative uses 
for these funds. The question is not one of broad social priorities 
such as the trade-off between investing in community jobs and 
producing an additional piece of military equipment. Rather, the 
issue is the availability of alternative uses of government funds 
aimed at job creation or job stability. 

An evaluation study is obliged to corhpare all feasible 
alternatives, but this study has basically 1 evaluated only, one 
alternative: retaining the plant through community-employee 
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, ownership. Jhcjc were no other means of continuing the firm and 
the comparisons were made with the,, likely consequences of a 
closure in mind. However, there are approaches to dealing with 
plant shutdowns and shutdown.relatc<l unemployment which 
provide alternatives ^) the CEF strategy for retaining the plant. 

An ideal evaluation would compare the CEF to all feasible 
.community and societal approaches to closures, using commen- 
surable criteria. Though the CEF has a'favorabl^ bfenefit-coSt ratio 
in this cast, other alternatives may provide equally attractive 
ratios. Unfortunately the magnitude and difficulties of a full 
comparative evaluation are enornjous. The most significant 
obstacle is obtaining commensurate measures of results for the 
large number of disparate existjng prggrams. Though compari- 
sons may assjst in setting priorities for resourorr allocation, 
judgment is complicated by the complementarity of many of the 
programs; they are seldom completely alternatives. '^^ 

However, a broad-gauge, qualitative evaluation of relevant 
alternatives is possible. Strategies foci^s upon either the demand or 
the supply side of the labor market. Job demand, or job creation, 
programs meet plant closures and unemployn^ent through jocal 
booster groups, tax incentives, the Economic development 
Administration (EDA) programs, public service employment, and 
influences upon aggregate demand. A job supply sifrategy suggests 
the prdvision of retraining, relocation assistance, and informatioil 
to facilitate workers' transfer to new ^reas or occupations when 
plant shutdowns occur. 

Comparison between the CpF strategy and several of these 
alternmives has been implied in the discussion of the continued 
structural unemployment of economically depressed areas. Many 
of the alternatives fail to deal with structural unemployment 
problems. The CEF strategy does not solve all the difficulties 
inherent in the alternatives and. is not necessarily superior to them, 
but it is sufj'iciently beneflcial to merit inclusion in the arsenal of 
nieasures available to couYiter somfr cases of community economic 
decline. The availablei alternatives to accepting plant shutdowns 
suggest policy changed which would, aid communities 'faced with 
the prospect of lost jobs. 
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Federal Loiuis and Gunti t - 

Community-employee ownership ii a stri|egy aimed at the 
demand side of the labor market. This particular case and those of 
South Bend, Lathe, and Okonite, have relied u^n the Economic 
Development Administration (EDA) in order to obtain capital. 
The agency generally concentrates on obtaining new employment 
Opportunities through infrastructural or oompany-level aid. , 

One evaluation of EDA charges that much project selection is 
politically motivated;*^ detrimental plant TelolAtions are often 
encouraged, project selection guidelines ar^niclear, \and» the 
incidence of poor projects is above an acce^n^le lemr The 
authors of that eyaluation^laim that often 1@DA provides much 
benefit for^upper middle-class businessmen and local governments 
rather than the unemployed or those with low income. In short, 
**the $2.5 billion the agency has expended has had little impact on 
the- unemployment problem of the country" • (Kovarik and 
Devolites, 1977: 9). Of most significance, "however, is the finding 
that EDA*s national office only keeps* records on approved 
applications. Thus, no comparison with alternative uses of the 
funds is possible and the opportunity cost of any jjiven loan i^ 
effectively zero. Comparison between alternative projects is not 
made formally. One possible interpretation is that funds allocated 
on a regionial basis are distributed with some principle of equity in 
mind. On the Other hand, Kovarik and Devolites provide data 
which suggests that pojiticaHnl^uence is a significant facilitator of 
loan funding. 

Pressman and Wildavsky in /mp/^me/i/a/Zort (1973), give a 
comprehensive description of a disappointing EDA project, > 
Briefly, private businesses obtained capital on the promise of 
providing minority employment, in Oakland, 'California> but did 
.not fulfill the commitments. The project became , enmeshed ih 
unsuccessful attempt* to enforce the promises through bureau- . 
eratic means after the capital was already distributed. i 

The EDA has generally worked to lower unemployment through 
the relatively indirect means of promoting the preconditions for 
businMs development. This approach can go awry because the 




ii^terests of the businesses are not ncibessarily congruent with'those 
^ oC the unemployed ft'^li the declining conimunitiesi When contmon 
- inteicests do not exist, it ,is' difficult to force the desired 
development through bureaucratic inJjans. Where ^ firm is 
community-employee ownk» the EDMs aid may be more 
effective because, the target population Wesumably has more 
> control over its use. A CEF is accountable and has inteiltts more 
diijecUy compatible with economic development.^ 

^Federal policies have often been criticized because the intended 
recipients do not always .obtain the benefits intendisd for them 
since they do not control th» process of resource use and 
distribution. Moguloff- (1970) reviewed federal policies and 
' practices regarding citizen participation' and found that, altl)oiighi 
. many programs noted its desirability, there was little citjlien 
participation ih practice. "Pi vcn and Cloward's (1971) critique of 
programs for the poor fqgused upon the lack of ' organizational 
capacity and skills among those who were supposed' to benefit and 
a resultant inability to benefit from the* funds made available 
, iinder federal welfare; programs. CEFs sJIOuld be able to improve 
target, populations' control ovef^^ome economic development 
programs. The stake and commitment provided «by ownership and 
higher knowledge levelj^th rough daily emRjilliee involvement and 
stockholder informational requirement's) Will better ensure the 
desired implementation and outcome levels. 

1^ Faux (1971) poi/fts to the case of the Department of Labor- in 
j|||>67-68 providing $5 million to firms promising to locate in the. 
East Los Angeles barrio and hir^ l,50d local residents. "^After the 
"scheme failed, the federal government report stated that the basic 
deffct>was, that thQ community had no control over it. Similar 
Critiques have been mjKle of Small Business Administration and 
Fauners Home Xdministri^ion programs. 

I' I. Partidpationlijdcfincd by Moguloff^as '*an j^ct or a scries of am by wHich ihc 
' 'citizen* ha^ (he oi^pol'liinity to injfluen^the distribution pf benefits or losses which ihay be 
^ visited upon hihi ^(or|upon those peopw Wp^cprcserttJJ) as a result of Fc^derally supported 
activity'^ (p. 2). , ^ ^ ^^t - ' 



Locatlonal Ii^centlves / * ► * 



A major strategy pf job creation has been the offipririg .of tax 
incentives or loan guarantees for locating a plant in a pivlicular 
conimunity .or state. Some cost-benefit analyses of these incentives 
find that when a new firm locates in an area, the economic payoff 
outweighs the cost in taxes to the community. Marginal businesses 
may be able to survive a short time longer with tax relief, but a 
business which is economically unviable will not be helped much. 

There are two flaws in the cost-benefit assessment of tax 
incentives. The first jathe assumption that state and local taxes are 
impor;ant in locatioral decisions. Studies suggest that labor, raw 
material,, and marliet' play a much larger role than tax^ in 
deternuning company location. Taxes are seldom ftiore than 1 or 2 
, pcrcwt of total cosi% (Harrison, 1974) and are given far more 
publicity thart their business^ reality warrants (Schmenner, 1975). 
Similarly, Stillwell (1978) reports on an Ohio study of 98 
companies closing down plants just as the state instituted a series 
of locational ^x Creaks. Only three companies indfcated that Ohio 
'tax policies were i^afa'ctor in their relocation decisions. Tax 
incentives appear to work in creating jobs in a very limited number 
of cases. Similarly, industrial parks may go unoccupied or 
underutilized, becomth^g^a drain on local resources , rather than a 
mechanism of growth. Haber, Ferman and Hudson's (1963) 
'review of pla^t shutdown -studies found local booster campaigns 
relatively ineffective. Bearse, examming economic planning in 
• New "iersey argued that ' ' ■ J- 

it is. very unlikely that in any given year the -major • 
investment decisions of more than a v«ry few firms 
would be influenced by the availability of subsidized ^ 
loans. Nevertheless, a large number of firms take ad- 
vantage of such loans. The opportunity costs of current 
programs may therefore'be ve^y high (1977: 191). 

Stillwell quotes the (blJveland Growth Association, an industry 
group which formerly pished for tax abatefhents, as saying that 
••tax abatLyncnt is not an incentive to prevent a relocation from 
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phio to Alabama or TcJias. . . . Taxes probably would not play a 
major role" (1978: 46). 

»; itowcvcr, tax incentive plans and booster progiims continue to 
be popular and suggest a second flaw in the locational incentive 
strately. Everyone is trying to use it. Thus, local and state 
governments believe that they will lose industry and weaken their 
economic bases if they do not offer incentives. The result is what 
some call a **pure give a^ky" (Bcarse, 1977: 25) as Corporations 
push for tax. breaks or locally flnanced infrastructur& such as 
industrial parks. One byproduct is that the. tax breaks for new 
industry place the burden of local tax support on older j)lants 
(Sheridan, 1977) and communities and states have a harder time 
paying for the services they must provide. The 70 Ohio school 
districts on the brink of financial insolvency are a partial 
testimony to, the problem (Stillwell, 1978). In tlye case of Sperry's 
Univac plant which closed in Utica the year before the th/eatened' 
closing in Herkimer, a generous proposal of tax- relief and free 
land was insufficient to alter the corporate decision, -for some 
communities, the tax incentive is believed to have v^.rked, but 
overall, results of this approach- are minimal ir»t Actually 
negative^ Though a community may wish to in^itutffin overall 
program of incentives, CEFjt are unlikely fo require th^im given 
that community, members own the company. 

Public Service Employment ^ ^ 

The federal government has been involved in two partikilar job 
creation efforts which receive public attention. The Employment 
Tax Credit program prcnddes incentives for employers to create 
new jobs and has co^^Jjaproximately $2.5 billion per year. 
Unfortunately, the assessment of this program in President 
Garter'* urban policy ^statement is that there hai been little impact 
on hirirtg decisions. The Wall Sirtet Journal reportejl on August 
11, 1976 that not cvJn thp 7 billion dollar a ytar investment tax 
credit had succeedajf in creating new jobs. ° ' 

The other^ '^^P'^ attempt at job creation— public service 
employment (Psfe)~has also been severely criticized. The 
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program obviously has great impact; the number .of perfeons 
employed under it nearly doulled from fiscal years 1977 to 1979, 
reaching 750,000 with an expenditure of $12 billion. But* Garter 
has criticized it as short-run ana regards economic development as 
the long tefm answer. A General Accounting Offi^ evaluation of , 
Department of Labor PSE programk for 1 974- 19W included 
criticisms that: (1) relatively fe>V participants obtainedl|rmanent 
unsubsidized jobs; (2) the programs were sometimes, nt^sed to 
cysatc heW job opportunities; (3) ineligible participants gOt into 
the program (Comptroller General, 1977). 

Local boards or Community Development Corporation (CDQj_ 
types of organizations should have more 'cpntrol dier PSE. 
Similarly, CEFs may be a useful vehicle for PSE because they 
wpuld combine local accountability and responsiveness With 
providing , capital equipment complementary to the PSE; 
"makework" pujght to be minimized. f, 

Some long-run anti-unemployment 'proposals arc parallef in 
many respects to CEF forms of dev<yopment. One example is the 
recently established Massachusetts Community Development 
Finance Corporation (CDFC). The CDFC will act as a private 
ventijre capitalist, but will provide equity and debt financing only 
to ventures controlled by community devefopment corporations in 
1 depressed areas. Canada has made similar initiatives, such as tj\c 
! Local Employment Assistance Program, begun in 1972, which . 
funUs CDG^type development. ^ ' 

CDCs have been enthusiastically hailed by sdme bbscrvers since 
their earliest development (Faux, 1971). More recent authors have 
extensivejy> elaborated their economic and political potential 
advantages (Ooldrich, 1978). Although evaluations have shown 
mixed outcomes, they can be adequately summarized as indicating , 
that "the positive results attained by some show that thp concept 
can work" (Subcommittee of the Committee on Government 
Operations,- 1977: 23). The performajfice Of CDCs has been marred 
by poor management and low capnaliztltlon in CDC business 
ventures, and less than'desrired local area participation and interest^ 
in some CDCs. These problems may be lessened by CDCs 
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cahforming more to CEFs, because of the possible motivational, 
productivity, resource-pooling, .and stake-producing advantages 
discussed Sirlier. ^ 

The federal government has also aliempted to influence job 
supply by adjusting aggregate demand in the economy. However, 
monetary and fiscal policies have been inadequate to remove 
unemployment hi important age, sex, race, occupational, and 
regional subgroups, giveh inflation and other constraints. Such 
policies certainly have' not altered the plant stytdown problem^ 
More specific local solutions are i^uired. 

Labor Supply | 

Approaches to Unemployment and shutdowns which stress the 
supply side of the labor market usually include training imi 
retraining programs. The evaluation and comparison of these 
programs i$ venMlifficult because studies have often ignored 
secondary employment effects of .displacement. Plant closure 
studies show /the overwhelming ^portance of labor market 
demand in dewrmining reemployment rates. Training is little use if 
jobs are not Available. 

* There arenpiore fundamental (Objections to anti-unemployment 
^ipproache^hich work on the supply «ide, particularly regarding 
shutdown-related unemployment. Advocates of training and 
. relocation assistance* believe that societal welfare is increased by 
higher gebgr^uiliic labor mobility. While there are undoubtedly 
benefits gained from geographic mobility, these kve difficult and 
costly to obtain and conventional conclusions regarding the 
desirability of labor mobility are based upon narrow economic 
and individual level criteria alone. These types of arguments, 
elaborated earlier, suggest the need for Hettiand si^e i^pproaches 
such as those represented by CD^s and community-employee 
ownership^ ^ 

Income maijitenance experimerrts, Social service.Si unemploy- 
ment insurance and specialized \^ aid such as the Tfade 
Readjustment Assistance Act are designed lo ease the unemploy- 
ment problem but do not address thcj fundamental question of 
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how tQ maintain employment and give individuals some control ^ 
over their own fate. All else being equal* there should be a 
preference for allocating resources to a productive activity such as 

aCEF.'- '\ i ', 

Trade unions i^^ thia country generally provide little help for 
shutdown-related problems. Mick*s review of contract provisions 
for bargaining units with at least 10,000 employees shows that "at ' 
best only one^fourth of organized labor appears to be covered by 
any provision related to plant movement" (1975: 207). Even the 
protection which does exist is post hoc, not preventative^the 
most common provision is interplant transfer. Most of the other 
three-quarters of the U.S. workforce which is not unionized is 
likely to have, at best, no more protection. v 

Policy Considerations 

These issues have attracted considerable attention including 
policy suggestions and initiatives in Congress. Policy considera- 
tions related to this study fall into' two categories: those which 
address the plant shutdown problem and those aimed at 
facilitating employee or community-employee ownership. 

Plant Shutdown Proposals 

In the summer of 1978, representatives of the United 
Automobile Workers, United Steel Workers, and International 
Association of Machinists made a study tour of Europe to 
examine the policies and practices of other industrialized countries 
regarding plant shutdowns. They found that nearly all European 
countries provided greater protection for workers than the'U.S. 
does and in particular, noted requirements for advanced notice 
regarding, shutdowns and severance pay. They were particularly 
impressed with Sweden's investment in government approved 
projects designed to smooth the distribution of economic 
production geographically and were encouragid by the planning 
systems of large corporations which drafted and updated five-year 
development plans and provided greater control over the level of 
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job opportunities. A set of policy recommendations for labor and 
government has been produced (May, 1979). 

Within thc*tjnitcd States, the Conference on Alternative State 
and Local Public Policies, the'bhio Public Interest Campaign, the 
National Commission on Neighborhoods, and a number of other 
groups have carried out studies of community level economic 
developmenji problems. 

1 . In general, these assessments agree that corporate relocations 
and closings should be regulated. These regulations should include 
mandatory notice to the government, unions, workers, and tn^ 
community of the intention to close a plant. Wisconsin currently ^ 
requires 60 days notice, but this period appears to be inadequate 
for individual community of government action. Some groups, 
such as the Ohio Public Interest Campaign, advocate two years 
advanced notice (Kelly, 1 977)*. Compensation to displaced workers 
including transfer rights, retraining, and maintenance of health 
insurance should be guaranteed. The community costs should 
become costs to the corporation as well. A proposed Ohio law 
would have the corporation pay an amount equal to 10 percent of 
its annual wage bill into a state redevelopment fund. Other 
proposals suggest lump sum payments to qf/eqted communities. 
These proposals would partially convert the externalities which 
corporations have left to iht public into internal costs to be borne 
by the corporation wishing to move. Labor unions should begin to 
negotiate such payments through collective bargaining if general 
legal changes are unlikely. * 

2. Tax laws must be modified. U.S. plant shutdowns are V 
encouraged by several current tax regulations. Changes in the/ 

, Trade Act of 197^>ednced tariffs on goods produced in some 
developing Countries. fKe result has been both a competitive 
advantage "for foreign goods, and more critically, an incentive for 
U.S. corporations to mo^c to countries such as South Korea, 
Taiwan, and Mexico. Second, the ability of multinationals to 
/ defer tax payments until earnings aie returned to the U.S. has 
further encouraged the flight of mulnnationals, anfhMyments of 
taxes; tp foreign governments are usually directly deductible from 
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;Wes^wed in the U.S. Th« third and perha|>8 most imborttht 
domestic i^sue is the ability of et comparty to ohari^ the loss of i 
qloscd plant against profits in calculating taxes, thenjdeduct the 
cost of building a new plant as a business expense, vuch a tax 
provision tloes entourage new investment but with the current 
imbalance in regional, energy and labor advantages it also 
encourages the abandonment of plants in one region for growth in 
another area. Stillwell (1978^ points out that these tax laws have 
contributed to a reduction in the proportion of federal revenue 
contributed by corporations from about 23 percent in the late 
1940s to 15 percent today. These laws encourage the abandonnient 
of plants rather than the reinvestment and rebuilding of existing 
facilities. 

Regional differences should be minimized. Industrial 
•development in the U.S. is currently practiced as an entrepre- 
neurial game. Each state and conimunity attempts to show that it 
has the best business climate. |n addition to the tax incentives 
discussed above, states and cities compete for the distinction of 
having the weakest labor unions or the greatest tolerance of 
environmental pollution (Kelly. 1977). Analysts suggest that 
priorities must be set first.' If interstate competition is to continue 
then little can be done, though a Multistate Tax Commission has 
been formed to assure that corporations with multistate facilities 
do not transfer profits from high tax states to those with lower tax 
rates. However, should the economic . development goal be a 
national one with fewer regional fluctuations, several changes 
seem critical. States should agree to "no-raiding'* p^cts under 
which adtertising di^ctly criticizing neighboring state policies a^d 
business climate wguld be removed. One possibility recommended 
by tht: .unip^^eseafch team is the institution of federal taxes to 
of fsiii differential tax breaks provided by state/ and local 
goYerrirnims. Finally, a variety of analysts have suggested that 
some of the migration to the "sun belt" would be stemmed by the 
repeal of Taft-Hartley seefipn 1 4B, though labor attempts at 
producing this change have failed, repeatedly. 

i 4. Merger, takeover, and bankruptcy rules bear reexamination. 
This study argues' t^at the merger and operations policies of 
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conglomerate corporations are at least partially responsible for 
some unnecessary plant shutdowns* A number of analysts suggest 
that the Federal Trade Commission consider the unemployment 
and job loss impacts of coriK)rate mergers* Further, small to 
medium-sized firms which pommonly have community ties are 
disappearing in the current wave of conglomerate acquisitions. 
Takeover legislation is needed to provide the corporation being 
sought an opportunity to consider the purchaser's bid, and obtain 
information on the company's plans for the target* The^ critical 
feature must be disclosure of plans for liquidation, or continued 
operation. 

Finally, bankruptcy law administration has provided little 
concern for the protection of either the workers or communities 
affected by a bankruptcy closure. A wider vision of the 
responsibility of bankruptcy courts is'needed. Some proposals 
have also, suggested change in the administrative policies of state 
regulators in determining the distribution of bank charters, 
branches, and relocation requests. The availability of capital, 
particularly in* the case of local efforts to maintain threatened 
. plants is critical. When capital is concentrated in urban centers, 
distant from the^ community in which it is n^e^^d, banks are 
hesitant to invest and may in fact mis^ opportunities for profitably 
loans. This situation is illustrated by Katz, Myerson and Strahs 
(1978) who describe efforts to save the Colonial Press in Clinton, 
Massachusetts through negotiations with banks headquartered in 
WorccJster, Massachusetts. 

5. A variety of proposals were elaborated by policy consultants 
Smith and McGuigan in a report on **Th6 Public Policy 
Implications of Plant Closings and Runaways. V They add to the 
above array by elaboration of the suggestions made by public 
interest groups, but seem to place greater emphasis on targeted 
federal procurement as a mechanism for preserving industry in 
declining areas. Such a program would provide a market for firms 
which might otherw;ise fail and is particularly important for firms 
/whose output may be critical during military emergencies. 

( ■ ' 



CominuBity-Eiiiployct Qwntnirfp 

The public interest and union groups have also recommended 
changes which would encouragftemployec or community-employee 
owned firms, but the recomnjimdatiohs have been quite tentative. 
Unions are concemecl -with the ambigiiOus role they would play 
negotiating on behalf of members who are also owners and the 
trade.union movement has a history of disttust of cooperatives. 
The Ohio Public Interest Campaign recommends community- 
employee ownership, but warns of problems with trying to save 
obsolete plants, losing markets which existed because of 
integration into a larger company and long term cftpital shortages. 
The hesitance seems to stem from both lack of experience with 
CEFs* resulting in uncertainty about how they work atid lack of 
.information about them. However, Michigan recently enacted a 
law whidb prx)vides technical assistance to groups seeking to 
establish employee ownership to counter plant closings. 

This study has not addressed itself to the internal functioning Of 
these firms but a variety of literature is emerging which addresses 
sudh questions (Long, 1978a, 1978b; Hammer and Stern, 1979; 
Bernstein, 1976; Perry, 1978). Instead, Uif^im.of this evaluation 
is understanding the merits of community members investing in a 
local corporation particularly as a mechanism for preserving the 
jobs based jn that plant. The possibility^hat produbtioii lost due to 
the closing of a plant in one location vifill be. picked up by 
production in another location is given Httle weight. The issue is 
community survival. Legislation regarding plant shutdowns is 
currently pending in 1 1 states (in addition to Michigan's law). Two 
pieces of federal legislation are particularly important with regard 
to local efforts. 

" - 

I. The Voluntary Job Preservation and Community Stabiliza- 
tion Act is designed to provide direct loans and technical 
assistance to community-employee groups attempting to purchase 
plants threatened by closure./ Though th|k legislation does not 
require corporations to provide early /warning of intended 
closings, it does provide two arucial resources which commuAities 
require in order to atumpis^p purchase threatened plants. Firsts 
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funds and technical assistance would be available for the 
completion Qf feisibiUty 8|^udies to'dkeimine the prospects for. 
financial success of the; firm and capitaf ^{{Muirementi. Second, 
capital required for the purchase could i||lo|^ed to local groups 
under the proposed program. Cadtaliifiis Jil^^^t^^ 
^ingredient in a Jiumber Of attempted purchases. Banks have been 
hesitant to risk loans to emerplises which lar^e Conglomerates 
have judged to be unprofitable Or t6 take a chance oh workers 
attempting to run their own cofnpany. Such problems are 
discussed more thoroughly in chapter 8, but the question of 
available venture capital is gritical. 

By March 1979, hearings on this bill ^ad been held in the House 
of Representatives and companion proposals were beginning to 
appear in the Senate. One such proi>osal would incorporate early 
warning of planned closures and severance pay into the bill. Some 
support has been forthcoming from the White House which is 
considering incorporating provisions of the original bill into the 
Economic E>evelopment Administration reauthorization legisla- 
tion. 

2. A second important piece of legislation is the Small Bt4siness 
Employee Ownership Act which has been introduced in the Senate 
with bi-partisan support. It is designed to force the Small Business 
Administration to make loans to employee owned firms and to 
accept employee stock ownership trusts as qualifled for loans or 
loan guarantees. The support of Russell Long has propelled this 
bill toward passage and he has given it his support because of his 
belief in Employee Stock Ownership Plans (ESOPs). Such plans 
are becoming increasingly popular as vehicles for fmancing 
corporations, providing fringe benefits to employees, and 
minimizing taxn (Stern and Comstock, 1978), though a 
I community-employed owned firm might have such a plan, as the 
[Library Bureau dbes, it is a mechanism for distributing stock to 
employees ri^ther/than othler community members. If this bill and 
its companion in/the House should pass, additional capital for th« 
operation of CEFs woul(| become available; ^ 

Changes njiust occur at'lev^ls other than federal legislation in 
order to enc0urage successful use of the CjfEF strateg^^. Dialogue 
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must be opened with labor union leaders on tHe implications of 
employee ownership. Though union leaders have not yet publicly 
opposed the ^Voluntary Job Preservation Act, they have 
considered doing so and are not yet suppifrtive. Much of their 
ambivalence will be resolved as more unions actually participate in 
employee owned firms, but until that tinre questions of the role of 
collective bargaining, protection of union scale wages, and the 
viability of such firms prevent strong union support. Unions have 
supported efforts toward the establishment of employee owned 
firms only when all other alternatives were exhausted and Heals 
have often had to insist, against international headquarters 
hesitance, that employee ownership was the only way to save jobs. 

General beliefs in the legitimacy of employee ownership could 
also tolerate some improvement. Though some individuals see 
socialism or "un-American activity" in workers taking over 
plants, the reality is anything other than an illegal "takeover." 
Community-employee ownership of firms through stock purchase 
is simply the spreading of a conventional form of property 
ownership to a wider class of individuals. Popular belief on this 
subject underscores the importance of personal values in the 
establishment of CEF,s. This stody has taken th? nf)sition that 
local community autonomy and fate control is a positivtily valued 
outcome. The data suggest tljat at least in the si ort-run, the 
establishment of a CEF may be an economically and socially 
reasonable solution. r vi 
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Cost-Benefit Methodalog^y * 
and Community Crisis 



Wc must npw tonsidcr how a commuViity migftt undertake a 
similar cost-benefiTassessment when faced with the ^)rospect of 
theclosure of a jot/al plant. Which factors are important and how 
might data be gathered? ' \ - ^ --^ 

Experience in EsUtilishlng Employee . . * 

amd Community Owned Firms 

There is a rapidly growing number of firms w^ch are employee 
owned in some manner. Corey Rosen of the ^enatc Small Busines^ 
.C ommittee lists some 30 firms, while the study done by Conte 'affu 
Tanncnbaum (1978) found 98 firms with some degree of stock 
ownership by employees. Thirty of^these involved di feet -stock _ 
ownership and 68 had ESOPs. Stcrrt and HamrtiCT (1978a, 1978b) 
examined fourtctn attempts at conversion of threatened U.S. 
plants to employee or community-employee ownership. In a 
comparison of eight successful afid six unsucccssfyl conversions,, a 
number of factors emerged which appear critical to success, j 

The cases l?!|ed in table 8- 1 show that employee ownershij^is not 
restricted to small companies alone. Neither is it restricted to labo^ 
intensive industries as some analyses of producers', cooperatives in 
the U.S. have argued it must be (e.g;,'Shirom, 19^). Despite the 
■ emphasis in this study on the economic decline in the northeastern 
U.S'., the cases also represent a wide geographic distribution. A 
more complete list of employee owned companies would show 
even vyidcr geographic dispersion. n 
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» Tibl*S-l 

Fonrtccn U.S^ Qum of Attempted Copvenlon to Empioyfc 
' or Commaiilty-Eiiiployce Owncnhlp * / 



Product 



Locatipn 



NnnilMr of 
EmployMf 



Library Bureau 


Library Furniture 


Herkimer, NY 


260 


Saratoga Knitting ^ 
Vermont Asbestos ^ 


YarnGoodi 


"-Saratogs, NY 


120 






\ 


Group 


Asbestos 


Lowell, VT 


178 


Webb^sCity 


Retail Trade , 


Tampa, PL 


450 


South Bend Lathe ' 


Metal Fabricatihg 


South Bend, IN 


500 


Chicago and North* 








westi^rn Railroad 


Railroad 


Chicago, IL 


13,000 


Bates Fabrics 


> Linen 


Lewiston, ME 


1,100 


Okbnite 


Wire and Cablb 


Northern, NJ 


1,700 


Universal Atlas 


Cement 


Hudson, NY / 


275 


International Paper 


Paper 


North 


400 






Tonawanda, NY 





Hubbard Manufacturing Metal Fabricating E. Oakland, CA 

Edward Hincs Plywood .Wcstfir.OR 

KasanoTs Bake Goods Boston, MA » V 

Colonial Press Printing ' Clinton, MA« 



♦At one time this firm employed 1,800!, worken but the con]|iomer«e owner 
declined. 




» 2()0 

The process of conversion has four basic components which 
influence one another: (1) feasibility study and estimated level of 
capitalization) (2) cost-benefit analysis; (3) negotigtion with 
current owner; ai^d {A) mobilization of resources. However, the 
ft)ur components depend upon the existence of entrepreneurial 
and expert leadership. In successful conversions leadership roles 

. have been played by businessmen, workers, and economic 
development directors, but such|oles haVe always been critical to 

s/thc process^The leaders must be capable of organizing resources, 
l^roviding technical expertise or at least knowing how to obtain the 
information and skills which are required. In one failed attempt, a 
production worker who appeared to lead the purchase effort 

\lackcd information on how to qualify for government assistance 

- di; how the finances of the plant were organized. No economic 
(Itvclopment officer was available and little local support could be 

/ mobilized. The entrepreneurial role is crucial in the complex 
negotiations Mich seem to accompany community^employee 
purchases. In the Herkimer case^ John Ladd knew the government 

. regulations and had organi^ng sl^ills, Richard Rifenburgh was a 
financial- entrepreneur and the mjanagers of the company joined 
the I6cal effort in providing technical skills. 

1 . Feasibility Studies and Capitalization Requirements. The 
initial decision to attempt a plant purchase is clearly contingent 
upon an assessment that the company can be run profitably. 
Though some might argue that maintaining a plant which is likely 
to present problems of chronic economic lossjis temporarily 
worthwhile if such a purchase eases the burden upon local l^bor 
markets by allowing gradual absorption of workers, a community 
is unlikely to proceed without good economic prospects. Such 
studies are, of course, concernedVith demancIS;pr the company^s 
product, the state of capital |oods, debt, and prospective 
government regulatory requirements along with the ability of the 
firm to maintain current comXiunity income streams, employment 
levels, and local purchases.^Investors will want some idea of 
potential return on investment and bankers will want the 
feasibihty study as a basis for loan negotiations. 
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Conventional economic assessments aW imially done 'by 
management or economic consulting firms tnat often specialize in 
particular industries. However, the success or failure of^ an 
employee purchase may depend 'upon specific elements of the 
assessment which merit special attention. # 

The financial data required for an adequate feasibility study is 
often hard to develop, ^particularly if the current owner is either 
more interested in a closure than a sale or is hostile to the idea of 
employed ownership. In* Herkimer, the data was available because 
the former Sperry managers aided the local effort, but the Sperry 
central office refused to certify the' figures and this refusal 
ultimately restricted the company's ability tp sell stock* At the 
Atlas Cement Plant, U.S: Steel refused to provide any financial 
data to the local group and most of the majtagement team had 
already been transferred out of the area. Opposition to the local 
group was apparently based on the probability that a reopened 
plant would compete with other .U.S. Steel cement facilities and 
that the local union would supply t^be financial dat£l to other locals 
of its international which still Bargained with the company 
(interview with Kenneth Blum, Assistant Plant Superintendent, 
September 30, 1976). The data necessary for a complete 
application to either, a bank or a government agency was 
unavailable. Lack of cooperation by the currpnt owner appears to 
be related to potential competition with tl^ neW firm and the 
importance o'f the plants output ta other owner production 
facilities. a|nts which are unintegratefl, satellite components of a 
larger corporation should face less difficulty in procuring financial 
data. . , 

A second critical issue is the required capitalization for the firm. 
Banks are hesitant when the debt/equHy r^iio is 3: 1 or greater and 
^ perceive comfnunity-employee ownership as an additional risk. 

Either negative responses or itidecisiveness on the part of private 
I bankers seems largely responsible for the^|ailu^es at Colonial 
•. Press; Hubbard Manufacturing, and perhaps Kasanof's despite 
feasibility studies Jiuggesting profit potential. An extreme example 
of 'the (jebt/equity problem occurs in the feasibility study 
undertaken in the massive closings in the Youngstown, Ohio a?ea. 
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The study investigated reopening the C^amjlibeli Works under 
community-employee ownership and recommended rcopciiing 
with a 9:1 debt/equity ratio (National Cilntcr for Economic 
'Alternatives, 1978). The amount of capital required is so large that 
federal intervention on a massive scale would be required* 

The debt/equity problem is particularly critical where 
substantial capital is needed. In Herkjgnier, the local community 
contributed nearly two million dollars to establish the firm^s 
equity position. Mechanisms for building oy' leveraging vprivate 
investment into larger amounts of capital are requited. Federal 
interest rate subsidies, tax exempt bonds, stock, loan guarantees, 

^ and grants have been suggested as equity establishing mechanisms. 
The Voiuntary Job Preservation" Act would develop equity capital 
through loans to employees who would repay such loans through a 
deduction from wages. The critical nature of this problem is 
apparent in the successful purchases as well as the failures. In one 
case the majo^ banking institution involved retained the right to 

, approve the company's choice of chief executive and^n another 
case the company agreed to forego payment of dividends until the 
initial loans were repaid. 

A third rather m^or issue involves the product market itself. 
Often an announced closing is preceded by sales cutbacks and 
refusals to take new orders; former customers may seek alternative 
suppliers. Loss of market was an apparent problem for the 
Colonial Press and order cutbacks forced a temporary workforce 
reduction in Herkimer eight months after the purchase of the 
plant. Feasibility studies must place importance on the nature of 
the client-^organization relationship. How docs the salesfof^ce 
operate? How njuch effort will be required* to develop 'pr 
redevelop markets? This i^ue underscores the importance bf early 
Waning of impending closures. Speed-is essential in regaining a 
• viable organization. A' strong ^potehtial for successes highly 
vulrterable to the loss of clientele during even short disruptions^of 
service. . ^" ' A 

^Some employee groups have found ^themselves lacking the 
(expertise to make either technical or financial assessments. In 



addition to raising. ftinds to pay for- professional assessments, 
• community groups'ltould seek help from professionals who are 
willing to contribute services on behalf of community welfare, 
with reduced fees or in lieu of future considerations. The 
Economic Development Administrlltion has established several 
regional technical assistance c<(htcrs. Om such center in 
Plattsburgh, New York, aided in preparatioh of the Herkimer 
application to EDA. In the North TonaiWanda case, a professor 
'from a nearby univ<<rsity donated his time to assess local forest 
resources and production processes in the plant. University 
extensioi* services of faculty wiUing to assist in exchange for 
research data should not be overtopked. Instill another case, an 
^-eicecutive placenient service offer^ to locate and put together a 
management team without charging normalrfces if the new 
company would agree to u^c this placement service in the future. A 
community threatened by economic catastrophe can often obtain 
help* from professionals who are coniimitted either to^jjir 
community itielf or to professional service despite the commun- 
ity's shortage of resources. ' '\ 

2. Cost-Benefit Analysis. The feasibility study becomes both an 
input to a community cost-benefit analysis and a stimulus for it. 
The <Sdy provides inforihatiort on capital requirements and 
possible sources of funding, af4 if .its conclusions suggest that the 
threatened plant has a reasonable probability of operating 
profitably, a more complete cost-benefit assesstoent should be 
made. 

Part \l of this report iflustrates ah appropriate costrbenefif 
• methodological niodel for the assessment. A second model which 
actually appears to be an impact study rather than an 'explicit 
' cost-benefit analysis is the "Socioccoyiomitf Costs and Benefits of 
the CommunityiWorker Ownership Plan to the Youngstown- 
Warren SMS4," written by Policy and Management Associates 
(1978) with respect to the closing of the Campb^l Works of 
Youngst'own Sheet and Tube. " ' . 
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3oth studies indicate the need for assessments of a wide range of . 
characteristics. • 

(1) Demography of the area workforce / 
• (2) I^bor market conditions 
. (3) Impacts of closure upon 

(a) employment levels 

(b) local economic base 

(c) xpersonal income ^ \^ 

(d) . tax bases , 

(e) local purchasing 

(4) Lacarif purchases from the plant 

(5) Available *economic adjustmem resources 

(a) unemployment insurance ^ 

(b) trade readjustment assistance 

(c) supplemental unemployment benefits 

(d) severance pay ' / ^ 

(6) Mental and physical health impacts 

(7) Mobilization potential 

(8) Entrepreneurial skill base 



The major difficulty in preparing such an evaluation is .the 
gathering of the material needed to construct the document. The 
^ problem of firm technyfal and financial information has tilready 

/- been discussed-, but overcoming the Resistance of former owners 
may require the use of political influence as it did in Herkimer. A 
change in corporate disclosure laws would provide this 



information. 

" Several docum^ts^^re avaWable to^ssess local demographic and 
labor market conditions. This study relied heavily upon New York 
State area labor reports oh job openings," hiring specifications, and 
the unenjployed. Many of thesef docuhients are available because 
of U.S. Department of Labor reporting requirements. Much of 
the Youngstown-Warren study is based on documents frojjj Ohio 
State Departments of Employment, Economic a;id Community 
Development ^ind Taxation. Both studies titilize information 
provided by area development agendes. * 

*■ ' -I 
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Despite the simplicity of these suggested sources of material, 
they are worth mentioning because of the events in several of the 
(Cases studied. Local businessmen and particularly leaders 
* emerging -from among productiph' workers have little knowledge 
of the vast amount of inf6nh|itlon prpvided by «tate and federal 
agencies. The g^roup at Atlas Cement knew that local economic 
conditions were miserable but had no morV technical information 
than that provided by the newspapers until other individuals with 
appropriate skills andsinfprmation began* to partid^ate- in the" 
effort. The owners of W^tjb^ity Department Stdt^iomplained 
to their local congressnian wfio directed them to tSe^EDA. 

The integration of local, stale, and~national governnicnts within 
t*he current economy means that mostiocal groups wi^l be able to^ 
locate appropriate government bodies to obtain information and 
perhaps assistance. However, time is^ticaTin a threatened 
closing, and community groups may save time>%hich would be 
spent searching for requii'ed information by developing knowledge 
of government information services. Researchers and community 
groups may also benefit from consultation ^ith other research 
programs, public interest groups, and study centers 'Wflijsh have 
dealt with the issue of plant^osings. As the issue of plant closings 
and employment effects becomes increasingly important, morfc 
information and perhaps specific programs will become available. 

Suggested Resources ^ 

• National Center for EconcImic Alternatives 
' 2000 P Street NW 



Waj^iington, DC '20036 ' 

This group is largely responsible for the evaluation work on 
the' closing of the Campbell Works of Youngstown Sheet add 
Tube. The -V* Socioeconomic Costs and Benefits . . ." stud^ 
referred to above was done by Policy and Management 
Associ^0^s, Inc. which was working with the center. Another 
group concerned with plant closings working with thex;enter is 
Technology Development Inc. which has prepared a report 
titled "The Public Policy Implications of Plant Closings and 
Runaways." • • . 
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• Conference/ ALTBiikATiVB State and Local J^oblic ^olicdbs 
^ 1901 Q Street NW , ' 

Washington, DC 20009 ' , 

* ' . • 

^ This groUFr produces resoyrce papers and legislative proposals 
aimed at changing public policy toward locaf development and 
government. One recent p^per, ^'Industrial Exodus/' by 
Edward Kelly, research director of the Ohio Public Interest 
Campaign, isi paFticularly helpful in discussing public policy 
strategies for control of the ^'runaway'* plant problem. 

In cooperatioij with the Ohio Public Interest Campaign a 
report titled **Plant Closings''* has been issued. It is a 
compendium of newspaper and magazine articles along with 
severaj position papers. There is a thorough examination of the 
problem of plant closings and a variety of solutions, 

• C^R Associates 

Chapel Hill, NC 27514 ^\ ' ^ 

Rick Carlisle and Michael Redmond have prepared literature 
review and bibliography, with selective annotation on plant 
closings under cqntract from the Federal Trade Comnjission. 
The paper, **Connpunity Cost^ of Plant Closings: Bibliography 
and Survey of the Literature, '*T^ a helpfttt'gTItd^ to'^variables 
which should be consid^ed and gives a detailed comparison of 
several cases. • « ^ 

• Center for Community Economic Development 
639 Massachusetts Avenue 

Roon^316 ^ • / 

Cambridge, MA^oil39 ^ > ^ 

The center provides re^earcH papers and pamphlets which can 
as(5ist in learning h6w to utilize federal programs and what 
community ownership alternatives are available. 

• Center for EcoNOMiCf ^t^udies » 
P.a B(J>c 3736 
Startford^CA 94305 

. The center should be able to provide information analyzing 
the problem of pliant shutdowns in .terms of the number ^nd 
impacts of closures. » ^ 
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^ \ • the J«uMBry>Ffcbfaaiy, 1979 iwu© of the PwW/c AflminMn: 
- Yf&rt ilev/i5phas a symjosmm or^P'ofiay Aiwlysis ia Sute And 
■ • . » LdcalG(^e»nmcnt*' whichinclutlMasliWb. ^ 

' , by iBtizabeth David, on "BcncnyTbst; Attolysis in Statit. 
'i * **;;tbcal1hvltetmcnt Wi8ii>n».V. - '■■ * " ' ' '• ^ 

.tt • # New Systems of Work ajto Partiwpatiqn PRookAM 
: . T New Vork slat? School of' Industrirfbtfnd Lab^^ 

eorndl Univd-$ity ; . , . 

'^' V althaea, NY\148^ J'' ^. 'V ' ' 

' This ^rquji^can supply ' research rcporty on' the process of 

[ ' Establishing C0mmuni{yteii/t)loyec, .ownc^ ftrms,* materiil pn 

'" ■ current legisFatiOn and detailed accounts of the progress of soint 

' cases of community-employee or epapJoyce ownerjhro, 

• A; list gf related groum ^nd topils is lyroVided jn Daniel 
Zwerdling's book benukracy at, 'Work published) by the 
Associationv jof Splf >ranagement and in an article by Derek - 
. shearer in Mor/i^er Jonei (April, 1978). . ; 

3. Negotiating with the Previous Ow/ier. Though this topic 
might not ordinarily merit special attention because it appears pn 
the surface to he a matter of striking a'bargain acceptable to both 
sides in a sales transaction, a community purchase appears to be 
tnore complex. First, selling c6rpc^tion»tend to doubt both the, 
managerifil and fmaricial ability of commimity groups. Second. 
. communities usually assemble complex packages for financing 
purchases in which, the entrepreneurial leaders must juggle 
government agencies, Several private banks, and community fund 
•raising all at once. There are numerous points at which difficulties 
may emerge and selling corporations have tended to set deadlines 
for sales which create crisis situations for communities. Thus, 
negotiations become complicated by issues of time limits%s well as 
price. The examples are numerous. . 

In Herkimer, Sperry Rand demanded a non-refundable deposit, 
tljen gave a time Umit for the payment of the remaining capital. In 
\ ■ this case, the community had to file EDA applications', get bank 
''^^'-^approvals, and then had 45 days in which \o raise 1.8 million 
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dolors through the sale of stock . Three hours before the deadline, • 
the money had not yet been rai$ed, but several^arrangements were 
made to jaise thp final sum,unclu<lng a 'complex loan from the ' 
county legislature to the area development corporation. The * 
owner of Kasanofs Bakery decided not to wait beyond a specitijt . 
datd for a required fifty thousand, dollar dowfl paym^t and that ' 
Effort failed. Sirtiilarly, the bankjf which held tbe notes* on* 
Hubbard Manufacturing decided to auction *the plant's equipment ^ 
. rather than wait for the loeal group to. 6|rganize itsfelf to raise 
additional funds. In the establishment of the National Tanning^ 
and Triiding Corporation, political pres$ure was used to speed y 

. EDA approval of the pl!m.because deadline pressure applied by / 
the E^mark Corporation /which owned the company. Political 
pressure to extend Jhedeacmne for bankruptcy filing by the parent 

' company in the Webb's City case is,yet another eicampler 

The negotiations for e^blishing the copimunify-employe^ 
owned firm are often unortlj^dox and the ability to meel^nancing 
package deadlines is an important consideration ' both in th^j 
cost-benefit analysis and the actual implementation of a purctt^\ 
•attempt. ^ 

4. Mobilizing Resources. The effon^hich 'finally determinics ' 
the outcome of a community-empld«(S_purclvCsc attempt is the 
activity about which economics has much fess tasay than political 
science and sociology.' The crucial issue is, the mobilization of 
resources, including individuals' time and enprgy as well as - 
""V) capital. Mobilization of a community to save joJ)s in a threatened 
plant closing situation is similai^o the resource mobiljzation taSk 
faced by a social movement seeking change. In this case, the 
change is in the fprm of ownership of the threatened company. 

McCarthy and Zaid's elaboraltton 6f the resource mobilization . 
strategies of social movements illustrates the «ommunity's ^ 
problem (1977). From the standpoint of those wishin Jto purchase 
the plant, the individuals and organizrations in the community m&y , 
be categ^ized in two ways. They may either be adherents to 
(believers in) the social movement'.^ gpals, of constituents (those 
who actually contribute to the movem.ent). They may 'also be 

.1 



divided into benfficiaries non-beneficiaries (direct ai^ indirect) 
of the fftovemeht's aims. There are likely toibc some a^lversarie's to 
the movement, ^>ut the 8?ject for menjbers Of t^e movemertt and 
movement orgjAnizatiohs is to ekher neutralize these adver^^sariesror 
coBfvcrt thcmto fiidhireW. '. • . * . . 

.; " . ' ' J ' 

Individuals who*do not jbenefit afrectly>fi-omVh activitjrtflen 
beli^jirthat those who receive the beYicfits sAould also- bear the 
costs. Individuals may perceive i^ersorial benefit if a plant ii saved 
but simultaneously recognize that these Tbenefits will accrue to 
them whether they give time and capital or do not. The benefit of 
saving the plant is a commuryty or public good and' some 
individuals, though adhering to' the cause, prefer a "free ride'V 
(Olson, 1968). * * / ■ , , " 

. In this particulaf social movement, thosi^ actors in the 
community who actively se^sk the change in plant ownership must 
turn adherents and "free riders" int(j contributing constituents. 
They must move individuals* whose benefits are indirect (the 
community prospers) to contribute 'time and capital to the 
prevention of the plant closing. These individuals are unlikely to 
lose their own jobs and may not sec any personal loss despite the 
direct loss of jobs suffered by others. The active organizers of the 
movement must make the issue salient to a large segment of th^' 
population, reduce the required individual contribution as much^ 
y& possible, and make uncommitted individuals feel that theiV 
individual cont^Mtion to the effort is important. 

_.ln,H.erkimer,* tewvision, radio* and newspaper information and 
adv#tiing wer.^ used to make the issue salient. The loss of the 
plant was pictured as an economic disaster for everyone in the 
community and the. idea of helping neighbors and friends save 
their jobs, homes, and family was prominent as well. Participation 
costs were lowered by asking for an investment of only $200 with 
no commission charges on the sale of stock, and transportation to 
purchase locations was provided. Contacts were made •with 
individuals who were members of local organizations of all types 
in order to obtain block support and to increase the use of 
interpersonal friendship networks as a mechanism for making 
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individual contributions seem important to the effort. In effect, f 
social net^vbrks Were^used to mobilize the community effort. The 
importance of v^r^anizational infrastructure aiid^ interpersonal * 
networks has been described by Oberschall (1973) with respect to 
peasant societies and by Gamson (1975) in examining social 
, protect movements in the U,S, \ 

. For the community faced with- a ^shutdown crisis and the , 
potential for community-employee ownership, the resource 
mobilization perspective suggests several issues which must be * 
addressed in evaluating the possibilities of obtaimng community 
member commitment. The issues Invofve questions of organizing 
strategy in planning a fund raising campaign. ■ ( \ ' 

. (a) Consideration must be given to the composition of the 
organizing group because the 'inclusion of business, civic, and 
social elites with connections to Local organizations is crucial. 
Individuals are*needed who are willing to act on behalf 5f the 
mobilization effort. They must be the central points in a netwqfk 
of organizations and individuals, engaged in raising funds &nd 
coordinating information flows. * 

(b) Potential opponents of the effort should be identified, 
particularly if they are Organizations which al^ already the focal 
points of organizational networks. Organized opposition is \ 
particularly difficult to overcome when the community is being 
asked to mdke a risky^'financial commitment.^ 
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^ The aim* of this , study have been to evaluate "community- 
Aripldyitie owned firms as a! means of job-saving aiid to illustrate 
the oiethoddlogy for suth ^n evaluation by a community. These 
aims were puftucd primwily through examination of one CBF 
cft'se— the acquisition of the Library Buredu division of Spcny 
RUnd Corporation by the Mohawk Valley Conumihity Corpori- 
tibn in Herjcimer, New York. ^ 

The cvaluation emphasizes the community viewpoint^ but CEFs 
were also discussed from a societal perspective, THc assessment 
methodology is that of cost-bepefit analysis* Both econoKhic and 
nouFeconomic' (sociological, political, psychologiotf.v/psycho-" 
physiological) variables were taken into account^<ywever» only 
the economic variables were valued monetarily. 

Thi measure of monetarily valued economic ' benefits was 
basically obtained by estimating the difference between the 
(higher) income stream into the conimunity as a result of the 
'M.VCC 'enabling the plant to continue operations and the income 
stream if the threatened shutdown had actujilly occurred. That is, 
an "avoided, cost" concept of benefits was utilized. Non-mone* 
ias^y valued economic benefitSt such as an increase in the 
community's control of its economic base and likely avoided 
losses in local government and scjiool district revenue, were afso 
important. This analysis drew heavily upon the literature of 
regiopaj economics to understand the impact of a manufacturing 



, plant on community incomip flows and on the findings of labor 
economics to show likely effects on the displaced employees. 

The non-econonu^ factors also largely follow an avoided 
cost concept. They include avoidance of sociological, psychology 
ical, political, ajKUpsychpphysiological costs which have been 
directly correlated with job loss and unemployment rates. 
However, there are additional non-economic benefits derived 
from mobilizing the local population to establish locally owned 
rather than absentee owned industry. The community develops 
itself by increasing its capacity to act in its own behalf. Skills are 
obtained and new organizatipns created. 

The costs involved are\ mainly the opportunity costi of the 
community resources alloiiated to acquiring and maiptaining the 
MVCC, such as the $lXmillion outlai^ for equity capital in the 
firm. ^ 1 

The ratio of monetarily valued economic benefits to costs is 
2.27:1, using the analysis assumptions regarded as most 
justifiable. The sensitivity of this favorable result to changes in 
important parameters was considered and the benefit-to-cost ratio 
rtemains more than one even when assumptions least favorable to 
/he CEF alternative are employed. The overall evaluation results 
from the community viewpoint are favorable to/ the CEF 
alternative. 

*."'.. 
From a societal perspective, however, the theoretical framework 
suggests that the issue is more problematic. Perhaps the core of the 
problem is whether the capital reallocations involved in plant 
shutdown decisions by large cotporaltia|§, acting under the 
Gurryht system ^market ifc^nkraintSfllj|(^ ''correct" for the 
society, there i4^be market failures, either because firms* 
capital allocations do not competently adhere to the rule of 
maximizing internal monetary return, or because this rule is 
incorrect in not giving signifipnt enough weight to externalities 
and non-rfionetize(l factors. If market failures are judged to exist, 
thQn the benefits of appropriate changes must.be weighed against 
the costs. 'This study has made an exploratory attempt to examine 



Vheth^ there v^arket failures relate to^plaht clofUFes and is 
aimed at assessii^ one means of addressing possibu failures. 

^Though the geSecal conclusion of thecoSt-bcnefit analysis iS 
that commiinhy^empioyee ownership is ailiable,str|tegyji^plant ' 
shutdown ^tuations» the tfValuatictn unlbrtunately fo^q. pnly 

- upon the iiiimediatl decision, and effort to purchaife the plantM 
complete examination of CEB requiies a long-^run consideration 
,of their •ecohomici success and the maintenance qf the locat 

. autoriomy gained tnrough the purchase. Analysis most be done of 
both the econorl^ic success of lUch ^irnis over time apd the 
development o^^he commiinitRS which pur^ase the firms. 
Further, the unique combination of talent and monetary resources 
available in Herkimer may not be available elsewhere. The 
situations in Which the C$F strategy i| applicableimay be quite 
limited. ^ - 

• . * . 

Tv^o critical questions remain vlrhich effect long-run success and 
community autonomy. % / ' 

Employee Partklpation s 

The qSamfcation of employee ownership in clS^ter 4 argued 
that p^uctivity gfihis were available in CEFs because of 
increased worker commitment to the firm through '^nancial 
investment and participation in decision making. The increased 
financial stake, is assured by the purchase of stock, but 
yarticipatiori through means other than voting one's shares is t|y 
no means assured. In fact/shares owned through empfbyee stock 
ownership plans are not/always voted by the stock owners but 
|l rather by the trustees of the plan. - s. 

Amid the crisis atmosphere of a threatened closing, most 
individual workers are concerned with saving jobs andjpot wkh 
then- decision making rights/in the yet to be reborn firfinv^l^orms f f. 
organizational control are rarely discussed in wch situatib 
(Stern and Hammer, 1^78;. (However, ail control options w 
be discusse'cl with the purdhasiog group under the terms of the 
Preservation- and Community Stabilization Act.) Furtjlerm 
many workers lack an interest in making decisions on company 
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policy (Locke and%hwciiej:,^ 1978; Hammer and )6ey, 1980)- 
They have had little practide in deci^on making aad prefe^to leave 

dccisidns in th^ han^R of Jixpcrt managers. Gtirdon (1978^21^^^^ 

thai little change in decision making practices occurred in the 

Saratoga •Kniiting Mill after the workei? purchase, 

A ' ^ * ^ ^ ' ' 

. One oiiiise qf this l5fek of interest in participation is the lack o/ 

^ pfactfceand skill ip decision making, Education and practice are, 

^needed to promote wOrker desire fot^ power equalization 

^(Pateman, 1970). Perhaps a greater reason for the minimal interist 

in change is that the organization is the sahieone whiclkxxisted 

before the crisis, and O^y the distribution of ownership has 

changed. The organizltidli falls comfortably into the .patterns of 

past practice. The difficulty, 'however, is that expectations may 

have changed while betkvior patterns are unalteaed. The result 

after some periqi of \jne mdy be thwarted expectations 

concerning partnership among jvorkers, managers, and 

community members, aijd pressure for^hange may result. Recent 

activit^regarding the stock held in trustWor workers at the Library 



. Bureau revealed underlying teisibn concernmg the v)||ing of 
f '^shares. Union officers felt that management waVjgnoring the fact 
that the company was employee owned. Labor relations were ^een 
^ as similar to those which existed under the absentee owner. Failure 
management to acknowledge the partnership of management, 
labor,' and community s?em to underlie current tension. 

Meeting the job tnteat drew attention away from the implica- 
tions t)f spreading owMcship to those who vsually work only as 
employees. Changed ownership altered expectations of power 
sharing, l^but initiallyJiiAvidua^^ were unsure of their rijghts as 
owners, Jlincertdin iJ(sto wHt^her they would like to paVtrcipate in 
decision making, and thamcftdTlhat jobs had i been saved. 
Participation may not ^become organizational prentice and the^ 
potential benefits available through shared control may be lost. In 
IfUture cases, a solution to this problem may lie in the introduction 
of the issue of participation before the plant is actually purchased* 
The danger of course is that power and control easily t^ecome 
divisive issues and unity of purpose is required to be successful in 
tie purchase attempt. 



ilfltalnlttg Lo^al Control * , f 

V The strongest Social benefit vgued tor tEFs iflhe retunl. of 
control pver t'he econbmic ftte to the local level. CoinmuiUty^ 



iuiA.«crs may noi reraain iot;aiiy uwiiou. ii wuuuumijr hn^cio 
satisfied with only saving jobs, they miy be tempted W retiini 
control to outside owners once the crisis is pa^t, or they may^b<t 
advantages in being part of jiMarger corporation Mrtth greater^ 
access to capital and resources to buffer thdcompany i^gainat short 
■ term ad^v^rsity. ■ ' •■ ■ ^ ^Z '- ^ V"^ 

History provides nufiicftni^ examples of the diffic|ilty of 
maintaining local conl(ol. Bernstein (197fl) describes the oroblem 
in l)U examination o^jthe plV«<90d, cooperative^ of Ae U.S. 
Nbrthwifist,. the success of the worker owned fihn drovj up tbe 
value or shares in the company, When worker ownc/rs reached 
retirement age, replacement workers could not afford to purchase 
the highly valued shares. In soMc cases, large companies from 
outside the area were4he only ones Withjj^ capital to purchase 
shares and cbHipanies pasjsed^fbm worker to Im^ cqrp^^ 
ownership. -9 ■ ^ ■■ ' 

ilteernStein;^ detch^jined tl)§t after the ownership change: 
A) ultin^ate controloVcx employment and other decisions passed 
ligtipletely out of the communities for which the plants are a 
^5or source of employihent opportunities; (2) productivity is 
t^te^rted ]^ have, decreased; (3) 100 workers werfc laid off at one 
plahlfSad (4) theauality of work is judged by the workers to have 
declined (1976). \ 

This situation *ay have dccurrtd because each worker in a 
cooperative ownsVonly one^hare of stock, but the loss of control 
occurs in other wdys. ^nxfc (1978) describes the plight of the 
Amana community, now the *'AmanaCorpOTat|pn.". 

As Ainana reached the point wherd its l^ders needed' 
. large loans irt order to expand thei^ facilities to meet 
% potential demand, \hey were able to get the necessary 
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credit oiUy through seUin^ut !tOi9^vate N^^ 

• ;.""(P-74f'/; ■ ■ "r'---^-.:- 

\ There^Ldifricul^^;^oughtck)se^o the 

of .^^ suc^ssful job »aviiig pur^plias/by workers a U.S. Olftst:- 
. Company plank in tifflA, Ohio' in /9^3. JByjpolin|'t«io^'^^^^^ 

.workers pyrqliase^ t!he pl^l refimmce^ It^jiiQd'chMgc^ 

t0 Timh Art;61aiS;Gor^ 
-^omjfeny loCohtinental Can which^in-tuf ft sold U td ihclnt^r^ce 
\ ^rporation in 1%9 (Kellv,.^; 20). Tic phi^r PubWlntcres^ 
^-^ampaigh describcs this project as the sj^cessfulLMving 6f 

jobs through employee purcmse.^^^-r , " • ' / 4 

The description of this '^u xjitss*'"identil»s the scpaB^tw^^ 
" goals of sayihg^ jobs and dev ilopiiuj^ 
Art Glass Cprporatipn still e d^s (but pnly at thcdi$^e(i()n of a 
. non»ldcal eoipPration. The e (mmuhity ihay hav^ 
" at^ne^ing local crises as wel|:as pride in its ability to def^d itself 
ccbnomicahy. butit has'relinquishdd the^ of dontripi whigh 
was gained through local initia^vc/ As long as concern focuses 
only upon Strategies for skiving jobs, thelong-rtm ownershif^of the 
company may not appCfir critical, but the ffhancial security of 
becominga subsidiary o\ a large corporationis a trade-off against 
the yulncrabiKty to corporate/Jioliqi^s which subsidiary status 
-. brings. . •■■ 

• Community-^employee ownership is a viable strategy fpr 
communities facing plant shutdowns when the plant itself might 
be made 'profitabljif through a change in ownership, some 
refinancing Or limited amounts of new investment. It is a strategy 
with, potential economic and social benefits to local communitios 
including maintenance of economic base and income which may 
actually induce further economic growth and the development of 
community skills, pride, and autonomy. However, it is also a 
strategy with considerable hazards .and some difficult costs. 
Fmancing is complex i^nd requires coordination of the activities pf 
numerous individuals, local orgahiz^itions, and government 
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agcncics.^hc paying of jobs and-*the t development of loc 
_ cconotoiircontroj are somewhat indepejidcn^however, and 
cot\^Tp\ seems, to' l?Ci fragil^^oncetth'e crisis is p^st.^ 

* • yxSe^yond recoinizingrmt tRe~CEF stp«?egy is viable, this 
i • jmcmFd also emphasize that ihi stcntegy is only appropril^ in 
\ limited sifuati(^nl. U requires that cominuhities cwefuUy cvaloate 
^the jeconorak prospects of threatened firms and turn. to other 
forms of easing the impact of plant closijjg^^hfcn the local 
'compaiiy is in fact eqonpmicaUy disad^ntaged. ' ; 
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